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From the Office of 

Honourable Allan J. MacEachen 


Deputy Prime Minister 
and Minister of Finance 
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g ~*~ Aa 


yA 
House of Commons, Ottawa,” ae te a 


82-01 
Tuesday, January 5, 1982 


Official International Reserves 


Deputy Prime Minister and Minister of 
Finance Allan J. MacEachen announced 
today the level and composition of 
Canada's official international reserves 
@n December 31, 1981, as follows: 


(Millions of U.S. Dollars) 


US. Dollars 2,00) 53 
Other Foreign Currencies SS STRS 
Gold ioe ane | 
Special Drawing Rights 174.0 
Reserve Position in IMF BU 34 
Total: December 31, 1981 Bey dul: 

November 30, 1981 HDD sb 

Change -184.0 


The change in reserves in December included 

a decrease of $21.5 million in SDR-denominated 
assets reflecting depreciation of the U.S. 
dollar value of the SDR. 


The change also included a fall in the book 
value of gold holdings of $7.7 million and an 
gicrease in U.S. dollars of $79.4 ‘million due 
to sales of 190 thousand ounces of gold. On 
December 31, gold holdings stood at 20.5 
million ounces. 
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Canada 


Government? 


Communiqué 


Du Cabinet de 


l’honorable Allan J. MacEachen 
vice-premier ministre 


%, et ministre des Finances 


2p 


ty, 


Chambre des communes, Ottawa 


82-01 
le mardi, janvier 1932 


Réserves officielles de liquidités 
internationales 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen,a publié ce 
matin 1'état des réserves canadiennes 
officielles de liquidités internationales 
arrété le 31 décembre 1981: 


(En. millions dé.dollars) E.U.) 


Dollars E.-U. 2. OO DS 
Autres devises étrangéres 95.8 
Or 833.7 
Droits de tirage spéciaux ee 9" 
Position active au EMI LO2e4 
Total?” “31 decembre 1961 grees W foe 

30 novembre 1981 A. OD ae 

Variation -184.0 


La variation des réserves en novembre 
comportait une baisse de $21.5 millions en 
raison de le dépréciation de la valeur en 
dollars américains des avoirs libellés en 
droits de tirage spéciaux. 


La variation comportait également une 
diminution de $7.7 millions de la valeur 
comptable des avoirs d'or et une augment- 
ation de $79.4 millions en dollars américains 
par suite de la vente 190 mille onces d'or. 
Au 31 décembre,les avoirs d'or s'élevaient 4 
20.5 millions d'ounces. 


re 


The change also included a repayment of Un remboursement de $400 millions a été 
U.S. $400 million under the standby effectué sur la ligne de crédit 

credit facility with the Canadian renouvelable auprés des banques 4 charte 
chartered banks. On December 31, no canadiennes. I1 n'existe a l'heure 
drawings were outstanding on this actuelle aucun encours sur les lignes de 
fai libypos on .theGacility with U.S. Credit. 


and other foreign banks. 


Department of Finance 
Canada 


Information Division 
Ottawa, Ont. K1A 0G5 
(613) 992-1573 


Governmer 


Ministere des Finances Publication 
Ganada 


Division de |'Information 
Ottawa (Ont.) K1A 0G5 
(613) 992-1573 


Release 


82-04 


For immediate release 
Ottawa, January 15, 1982 


Finance Minister Allan J. 
MacEachen released today the 
regular monthly statement of the 
government's financial operations 
for November 1981 and the first 
eight months of the 1981-82 fiscal 
year. 


For November, budgetary 
revenues were $4,526 million, 
expenditures were $5,439 million 
and there was «a. .deficit-of 1$913 
million. For November 1980, 
revenues were $3,/66 million, 
expenditures were $4,519 million 
and there. was.a deficit: of °$753 
million. 


For the first eight months of 
the 1981-82 fiscal year, budgetary 
revenues were $34,699 million, 
expenditures were $41,870 million 
andsthere, was,asdeficit+o£ $7 5171 
million. For the same period last 
year, revenues were $27,899 million, 
expenditures were $36,669 million 
and there was a deficit of $8,770 
miilion. 
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Publication immédiate 


Ottawa, le 15 janvier 1982 


Le Ministre des Finances, Allan J. 
MacEachen a publié aujourd'hui 1'état 
mensuel régulier des opérations finan- 
ciéres du gouvernement pour le mois 
de novembre 1981 et les huit mois de 
l'année financiére 1981-82. 


Les chiffres budgétaires de novembre 
s'établissent ainsi: recettes $4,526 


millions, dépenses $5,439 millions, 


dsoutunedéeficit ede $913*millions= Les 
chiffres de novembre 1980 s'établissaient 
ainsi: recettes $3,766 millions, dépenses 
$4,519 millions, d'ot un déficit de 

$753 millions. 


Les huit premier mois de l'année 
financiére 1981-82 ont produit des 
recettes budgétaires de $34,699 millions, 
dépenses de $41,870 millions, d'ot un 
déficit de $7,171 millions. La période 
correspondante de l'an dernier avait 
donné des recettes de $27,899 millions, 
des dépenses de $36,669 millions et un 
déficit de $8,770 millions. 


Digitized by the Internet Archive 
in 2022 with funding trom 
University of Toronto 


https://archive.org/details/31/761115554594 
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Release 


Department of Finance Ministére des Finances phe 
Canada Canada 
Information Division Division de |'Information 
Ottawa, Ont. K1A 0G5 Ottawa (Ont.) K1A 0G5 
(613) 992-1573 


Communiqué 


82-20 


For immediate release 


Ottawa, February 11, 1982 


Finance Minister Allan J. 
MacEachen released today the 
regular monthly statement of the 
government's financial operations 
for December 1981 and the first 
nine months of the 1981-82 fiscal 
year. 


For December, budgetary 
revenues were $4,832 million, 
expenditures were $5,810 million 
and there was a deficit of $978 
million. For December 1980, 
revenues were $4,176 million, 
expenditures were $4,850 million 
and there was a deficit of $674 
maiiion . 


For the first nine months of 
the 1981-82 fiscal year, budgetary 
revenues were $39,531 million, 
expenditures were $47,680 million 
andthereswasea deficit of $8,149 
million. For the same period last 
year, revenues were $32,075 million, 
expenditures were $41,519 million 
and there was a deficit of $9,444 
million. 


Canada 


Publication immédiate 


Ottawa, le 11 février 19382 


Le Ministre des Finances, Allan J. 
MacEachen a publié aujourd'hui 1'état 
mensuel régulier des opérations finan- 
ciéres du gouvernement pour le mois de 
décembre 1981 et les neuf mois de 
l'année financiére 1981-82. 


Les chiffres budgétaires de décembre 
s'établissent ainsi: recettes $4,832 
millions, dépenses $5,810 millions, 
d'oti un déficit de $978 millions. Les 
chiffres de décembre 1980 s'établissaient 
ainsi: recettes $4,176 millions, dépenses 
$4 85 0emiiddtons, dsou un deficit de 
$674 millions. 


Les neuf premiers mois de l'année 
financiére 1981-82 ont produit des 
recettes budgétaires de $39,531 millions, 
dépenses de $47,680 millions, d'ot un 
déficit de $8,149 millions. La période 
correspondante de 1'an dernier avait 
donné des recettes de $32,075 millions, 
des dépenses de $41,519 millions et un 
déficit de $9,444 millions. 
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Podbicatoe® 


Release 


From the Office of 


Honourable Allan J. MacEachen 
Deputy Prime Minister 
and Minister of Finance 


House of Commons, Ottawa oe ee 


Communiqué 


Du Cabinet de 
honorable Allan J. MacEachen 
vice-premier ministre 


et ministre des Finances 


Chambre des communes, Ottawa 


82-26 < 
Tuesday, March 2, 1982 SQ ¢ 


Official International Reserves 


Deputy Prime Minister and Minister of 
Finance Allan J. MacEachen announced 
today the level and composition of 
Canada's official international reserves 
on February 28, 1982, as follows: 


(Millions of U.S. Dollars) 


fs. Dollars 662.6 
Other Foreign Currencies 289.7 
Gold | 804.7 
Special Drawing Rights 15622 
Reserve Position in IMF S07. 
Botal: February 28, 1982 a,200) 5D 

January, 21,° 1952 297 1 

Change =J97.2 


The change in reserves in February included 

a decrease of $25.8 million in SDR-denominated 
assets reflecting depreciation of the U.S. 
dollar value of the SDR. 


The change also included a fall in the book 
value of gold holdings of $1.8 million and an 
increase in U.S. dollars of $18.5 million due 
to sales of 45 thousand ounces of gold. On 
February 28, gold holdings stood at 20.4 
million ounces. 
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° Ae mardi 2 mars 1982 


Réserves officielles de liquidités 
internationales 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen a publié ce 
matin 1'état des réserves canadiennes 
officielles de liquidités internationales 
arrété le 28 février 1982: 


(En millions de dollars E.-U.) 


Dollars E.-U. 1,862.6 
Autres devises étrangéres 289 27 
abe 804.7 
Droits de tirage spéciaux 156.22 
Position active au FMI bioM ares: 
Total: 28 fevrier 1962 3,500.23 

31 janvier 19362 A 29 .e 

Variation -797.2 


La variation des réserves en février 
comportait une baisse de $25.8 millions en 
raison de la dépréciation de la valeur en 
dollars américains des avoirs libellés en 
droits de tirage spéciaux. 


La variation comportait également une 
diminution de $1.8 millions de la valeur 
comptable des avoirs d'or et une augmenta- 
tion de. $18.5 millions en dollars américains 
par suite de la vente 45 mille onces d'or. 

Au 28 février, les avoirs d'or s'élevaient 4a 
20.4 millions d'onces. 
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Department of Finance 
Canada 


\20vernment 
Publications 


Ministere des Finances 
Cagacda 


Information Division 
Ottawa, Ont. K1A 0G5 
(613) 992-1573 


Reiease 


For immediate release 


Ottawa, March 15, 1982 


Finance Minister Allan J. 
MacEachen released today the 
regular monthly statement of the 
government's financial operations 
for January 1982 and the first 
ten months of the 1981-82 fiscal 
year. 


For January, budgetary 
revenues were $4,998 million, 


. expenditures were $5,593 million 


and there was a deficit of $595 
million. For January 1981, 
revenues were $4,352 million, 
expenditures were $5,387 million 
and there was a deficit of $1,035 
million. 


For the first ten months of 
the 1981-82 fiscal year, budgetary 
revenues were $44,529 million, 
expenditures were $53,273 million 
and there was a deficit of $8,744 
million. For the same period last 
year, revenues were $36,427 million, 
expenditures were $46,906 million 
and there was a deficit of $10,479 
million. 


Canada 


82-32 


Division de |'Information 
Ottawa (Ont.) K1A 0G5 
(613) 992-1573 


Communique 


Publication immédiate 
Ottawa, le 15 mars 1982 


Le Ministre des Finances, Allan J. 
MacEachen a publié aujourd'hui l'état 
mensuel régulier des opérations 
financiéres du gouvernement pour le 
mois de janvier 1982 et les dix premiers 
mois de l'année financiére 1981-82. 


Les chiffres budgétaires de janvier 
s'établissent ainsi: recettes $4,998 
millions, dépenses $5,593 millions, d'ou 
un déficit de $595 millions. Les 
chiffres de janvier 1981 s'établissaient 
ainsi: recettes $4,352 millions, dépenses 
$5,387 millions, d'ot un déficit de 
$1,035 millions. 


Les dix premiers mois de 1'année 
financiére 1981-82 ont produit des 
recettes budgétaires de $44,529 millions, 
dépenses de $53,273 millions, d'ot un 
déficit de $8,744 millions. La période 
correspondante de 1l'‘an dernier avait 
donné des recettes de $36,427 millions, 
des dépenses de $46,906 millions et un 
déficit de $10,479 millions. 
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Deputy Prime Minister 
and Minister of Finance 


House of Commons, Ottawa & 


82-38 
Famday, April ‘2, 1982 


Official International Reserves 


Deputy Prime Minister and Minister of 
Finance Allan J. MacEachen announced 
today the level and composition of 
Canada's official international reserves 
on March 31, 1982, as follows: 


(Mild oust of.U.Ss! Dollars) 


Use. Dollars Look «0 
Other Foreign Currencies 108.0 
Gold 792.9 
Special Drawing Rights 154.2 
Reserve Position in IMF Bo2.6 
Teeal ss» March. 315° 1982 2,968.8 

February 26 0 L982 B,, 0007.5 

Change -531.7 


The change in reserves in March included 

a decrease of $16.9 million in SDR-denominated 
assets reflecting depreciation of the U.S. 
dollar value of SDR. 


The change also included a fall in the book 
Value of gold holdings of $2.0 million and an 
increase in U.S. dollars of $22.1 million due 
to sales of 50 thousand ounces of gold. On 
March 31, gold holdings stood at 20.4 

million ounces. 
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le vendredi 2: avril 1982 


Réserves officielles de liquidités 
internationales 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen a publié ce 
matin 1'état des réserves canadiennes 
officielles de liquidités internationales 
arrété le 31 mars 1982: 


(En, nilldonsade dollars: © =U.) 


Dollars E.-U. EAS RS Ries) 
Autres devises étrangéres 108.0 
Or 792.9 
Droits de tirage spéciaux 1 ey er 
Position active au FMI 382.6 
Totade psd) mars, 1932 2,968.8 

28 février 1982 3,000.23 

Variation = Ske I 


La variation des réserves en mars 
comportait une baisse de $16.9 millions en 
raison de la dépréciation de la valeur en 
dollars américains:des avyoirs libellés en 
droits de tirage spéciaux. 


La variation comportait également une 
diminution de $2.0 millions de la valeur 
comptable des avoirs d'or et une augmenta- 
tion de $22.1 millions en dollars américains 
par suite de la vente 50 mille onces d'or. 
Au 31 mars, les avoirs d'or s‘élevaient 4 
20.4 millions d'onces. 


272 


The change also included a decrease of 
U.S. $162.9 million, equivalent to 

300 million Swiss francs, this being 
the net result of a private placement 
of SFr 400 million of notes in the 
Swiss capital market and the redemption 
of a SFr 700 million fixed-term bank 
loan. | 


Cette variation comprend également une 
baisse de $162.9 millions E.-U., soit 
l'équivalent de 300 millions en francs 
suisses, qui représente le résultat net 
d'un placement privé de 400 millions 

FS sur le marché suisse des capitaux et 
le repaiement d'un emprunt bancaire 4 
échéance fixe de 700 millions FS. 
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«Release Communiqué 


From the Office of 


Honourable Allan J. MacEachen 
Deputy Prime Minister 
and Minister of Finance 


House of Commons, Ottawa 


For immediate release 
Ottawa, April 16, 1982 


Finance Minister Allan J. 
MacEachen released today the 
regular monthly statement of the 
government's financial operations 
for February 1982 and the first 
eleven months of the 1981-82 
fiscal year. 


For February, budgetary 
revenues were $3,584 million, 
expenditures were $5,060 million 
and there was a deficit of $1,476 
million. For February 1981, 
revenues were $3,172 million, 
expenditures were $4,742 million 
and there was a deficit of $1,570 
million. 


For the first eleven months 
of the 1981-82 fiscal year, 
budgetary revenues were $48,113 
million, expenditures were $58,333 
million and there was a deficit of 
$10,220 million. For the same 
period last year, revenues were 
$39,599 million, expenditures were 
$51,648 million and there was a 
Mericit of $12,049 million. 
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Du Cabinet de 
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vice-premier ministre 


et ministre des Finances 


Chambre des communes, Ottawa 
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Ottawa, le 16 avril 1982 


Le Ministre des Finances, Allan J. 
MacEachen a publié aujourd'hui 1'état 
mensuel régulier des opérations 
financiéres du gouvernement pour le 
mois de février 1982 et les onze premiers 
mois de l'année financiére 1981-82. 


Les chiffres budgétaires de février 
s'établissent ainsi: recettes $3,584 
millions, dépenses $5,060 millions, d'ow 
un déficit de $1,476 millions. Les 
chiffres de février 1981 s'établissaient 
ainsi: recettes $3,172 millions, dépenses 
$,4,742 millions, d'ot un déficit de 
$1,570 millions. 


Les onze premiers mois de l'année 
financiére 1981-82 ont produit des 
recettes budgétaires de $48,113 millions, 
dépenses de $58,333 millions, d‘ow un 
déficit de $10,220 millions. La période 
correspondante de 1l'an dernier avait 
donné des recettes de $39,599 millions, 
des dépenses de $51,648 millions et un 
déficit de $12,049 millions. 
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Official International Reserves Réserves Officielles de liquidités 


internationales 


Deputy Prime Minister and Minister of 
Finance Allan J. MacEachen announced 
today the level and composition of 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen a publié ce 
matin l'état des réserves canadiennes 


@anada's official international reserves 
on April 30, 1982, as follows: 


officielles de liquidités internationales 
arrété le 30 avril 1982: 


(Midliens of" U-S2"DolLTars) (En millions de dollars E.-U.) 


eo. Dollars 25k) deb Dollars E.-U. Dele are 6 
Other Foreign Currencies 18.6 Autres devises étrangéres URoaeS) 
Gold 804.7 Or 804.7 
Special Drawing Rights 14.9 Droits de tirage spéciaux Tab. 9 
Reserve Position in IMF Sfewlene Position active au FMI 381.4 
Metal: April 30, 1982 3252 152 Total, SO vaveiie 1962 Dy Dies 

Maren 513 1982 2,968.0 31 mars 1982 25963 .8 

Change HEDIS Variation 7 ps 


La variation des réserves en avril 
comportait une hausse de $20.2 millions E.-U. 
en raison de l'appréciation de la valeur en 
dollars américains des avoirs libellés en 
droits de tirage spéciaux. 


The change in reserves in April included 
em increase of U.S. $20.2 million in SDR- 
denominated assets reflecting appreciation 
@ the U.S: dollar value of the SDR. 


Ii n'y a eu aucune vente d'or au cours du 
mois diavril. Au 30 avril, les avoirs d'or 


~ 


s*elevaient a 20.4 millions d*onces. 


mere were no gold sales. On April 30, 
gold holdings stood at 20.4 million ounces. 


Bae. 


Canada 


budgetary transactions will be off- 
set in large part in non-budgetary 
transactions. The preliminary 
financial statement for 1981-82, 
which will incorporate the effect 
of the supplementary period trans- 
actions, is scheduled for release 
at the end of July. 


For March 1982, budgetary 
revenues were $6,215 million, 
expenditures were $6,909 million 
and there was a deficit of $694 
million. For March 1981, revenues 
were $6,250 million, expenditures 
were $5,414 million and there was 
a surplus of $836 million. 


To date this fiscal year, 
budgetary revenues were $54,328 
million, expenditures were $65,242 
million and there was a deficit of 
$10,914 million. For the same 
period last year, revenues were 
$45,849 million, expenditures were 
$57,062 million and there was a 
deficit of $11,213 million. 


Lo 


pour la fin de juillet la publication 
de 1'état financier préliminaire de 
1981-82 qui tiendra compte des effets 
des transactions de la période supplé- 
mentaire. 


En mars 1982, les recettes budgétaires 
s'établissaient a $6,215 millions et les 
dépenses a $6,909 millions, d'ow un 
déficit de $694 millions. En mars 1981, 
les recettes s'établissaient a $6,250 
millions et les dépenses a4 $5,414 millions, 
d'ot un excédent de $836 millions. 


A date, l'année financiére en cours 
a produit des recettes budgétaires de 
$54,328 millions et des dépenses de $65, 242 
millions, d'ow un déficit de $10,914 million 
La période correspondante de 1'an dernier 
avait donnée des recettes de $45,849 million: 
et des dépenses de $57,062 millions, d'ou 
un déficit de $11,213 millions. 
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Jednesday, June 2, 1982 fi Fe: 
yfficial International Reserves Eh 
Jeputy Prime Minister and Minister of 
finance Allan J. MacEachen announced 
-oday the level and composition of 
Janada's official international reserves 


m May 31, 1982, as follows: 


(Millions of U.S. Dollars) 


mS. Dollars 260355 
Jther Foreign Currencies 145 
sold 800.8 
special Drawing Rights APE: 
feserve Position in IMF 319, 
metal; May 31, 1982 25810, 

Aprils 504 £982 SeOe kee 

Change -651.0 


fhe change in reserves in May included 

a decrease of $6.1 million in SDR-denominated 
issets reflecting depreciation of the U.S. 
lollar value of the SDR. 


there were no gold sales. On May 31, 
old holdings stood at 20.4 million ounces. 


Canada 
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Réserves officielles de liquidités 
internationales 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen a publié ce 
matin 1'état des réserves canadiennes 
officielles de liquidités internationales 
arrété le 31 mai 1982: 


(En millions de dollars ©.—-.) 


Dollars E.-U. 1260358 
Autres devises étrangéres Eas 
Or 800.8 
Droits de tirage spéciaux lone 
Position active au FMI Bhs ies 
TOtal: 9 Si mat 11982 2 SOS 

50 -avrilelg9a2 SIZES 

Variation -651.0 


La variation des réserves en mai 
comportait une baisse de $6.1 millions en 
raison de la dépréciation de la valeur en 
dollars américains des avoirs libellés en 
droits de tirage spéciaux. 


Il n'y a eu aucune vente d'or au cours du 
mois. de mai. Au 31 mai, les avoirs dor 
s'élevaient a 20.4 millions d'onces. 


aye 


The change also included a drawing of U.S. 
$300 million under the standby credit 
facility with the Canadian chartered banks. 
On May 31, drawings outstanding under this 
facility totalled U.S. $300 million. 


There were no net drawings under the standby 
facility with the U.S. and other foreign 
banks. On May 31, drawings outstanding 
under this facility totalled U.S. $500 
million. 


Cette variation comprenait aussi une 
augmentation de $300 millions E.-U. 
provenant d'un tirage effectué sur la 
ligne de crédit renouvelable avec les 
banques a charte canadiennes. Au 31 mai, 
l'encours des tirages sur cette ligne de 
crédit s'élevait a $300 millions E.-U. 


Aucun tirage net n'a été effectué sur la 
ligne de crédit avec les banques 
américaines et autres banques étrangéres. 
Au 31 mai, l'encours des tirages sur 
cette ligne de crédit s'élevait a $500 
millions E.-U. 
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The Honourable Allan J. ‘MacEachen, Deput Prime Minister and 
Minister of Finance, today “nuiounced «eased rules relating to 
mae. caxdtlon- or Lire insurance. \ 


He said that life insurance policies purchased before June 29, 
1982 are not being affected, and will be treated under the rules 


which existed prior to November 12, 1981. 


New rules with respect to policies issued after June 28, 1982 
reflect the Minister's earlier statement that he was prepared to 
consider exempting certain policies from tax on accrued income if 
an adequate definition of an exempt policy could be developed. 
After extensive consultations with representatives of the life 
insurance industry, a definition has been developed which exempts 
life insurance policies, if they provide significant amounts of 
insurance protection relative to the income build-up and tax 


deferral they offer. 


The Minister said that the new proposals address concerns 
expressed about the November 12 budget measures while maintaining 
the basic purpose of the original proposals which was to limit 
the opportunity for extensive tax deferral through various types 
of financial instruments and to put life insurance and annuities 


on a more equal tax footing with competing financial instruments. 


Canada 


Mr. MacEachen expressed appreciation for the valuable 
contribution of life insurance industry representatives during 


the consultations. 


Exempt Life Insurance Policies 
Prior to the November 12 budget, the build-up of income within a 
life insurance policy was not subject to tax unless the 
policyholder surrendered the policy and the tax was deferred 
until surrender. The November 12 budget proposed that the 
investment income accrued on all financial instruments, including 
life insurance issued after November 12, 1981, be taxable every 


three years. 


The new proposal will exempt life insurance policies issued after 
June 28, 1982 provided the amount accumulated by the insurer for 
the policy, relative to the insurance protection provided, is 
below a specified limit. This limit is essentially the amount 
that would be accumulated in a standard policy that provides the 
same death benefit and is paid for by premiums over 20 years. 
(See attached technical details.) In addition there will be no 
limitation on the amount of insurance coverage under policies 
qualifying for exemption. Most regular whole-life policies 
purchased for protection and paid for by premiums over 20 years 
Or more will be exempt under the new rule. 


However, policies which have a large amount accumulated relative 
to the insurance protection, and would thus confer an extensive 
tax deferral, will not be exempt. Such policies include those 
paid for by a single premium or those guaranteeing payment of 
benefits (endowment policies) before the insured person reaches 
age 85. On such policies, the policyholders will be required to 
report and pay tax on the accrued income every three years as 
proposed in the budget. However, taxpayers may make a one-time 
election to report accrued income annually so that they may take 
full advantage of the annual $1,000 deduction for investment 


income now provided in the Income Tax Act. Life insurance 
companies will provide information slips to policyholders showing 


the amount of income to be reported for tax purposes. 


If the amount accumulated by the insurer for an exempt policy 
exceeds the limit, the policy will cease to be exempt, the 
accrued income to that point will be taxed and any subsequent 


income build-up will be taxed every three years thereafter. 


Policies owned by corporations will be eligible for the 
exemption, and corporations will continue to receive life 
insurance death benefits tax-free. However, for policies 
purchased after June 28, 1982, these amounts may no longer be 
paid out tax-free to shareholders through the use of the capital 
dividend account. This will permit corporations to obtain 
insurance protection against the death of a key employee, but 
will restrict the undue tax advantage now available through 
corporate-owned life insurance. Also shareholders of 
incorporated businesses, as individuals, may continue to purchase 
exempt life insurance policies on each others' lives to ensure 
the continuation of the business on the death of one of the 


Shareholders. 


Tax on Surrender of Exempt Life Insurance Policies 


As in the rules before the November Budget, exempt life insurance 
policies will continue to be taxable if the policy is surrendered 
before death. The amount that will be taxed on surrender is the 
accumulated income, measured as the cash surrender value received 
less the cost of the policy for tax purposes. Previously, the 
full amount of premiums paid was included in the cost of the 
policy for tax purposes. This will be revised so that the 
mortality cost, determined by a simplified standard formula, will 
be excluded from the cost of the policy for tax purposes for 


policy years commencing on or after June l, 1985. 


Dividends, Loans and Partial Surrenders of Exempt Life Insurance 


Policies 


As under pre-budget rules, dividends declared on participating 
life insurance policies will continue to reduce the cost of the 


policy for tax purposes. 


In addition, where a policyholder receives cash from an exempt 
policy by taking out a loan against the cash value, or by 
surrendering part of the policy, he will be taxed on the portion 
of the accumulated income in the policy attributable to the loan 
or partial surrender. Thus, if a policyholder took a cash loan 
for one-half of the amount accumulated in an exempt policy, or 
surrendered half the policy, one-half of the income build-up 


would be taxable in that year. 
Annuities 


The November 12 budget proposed to tax the accrued income on 
deferred annuities every three years, in the same way as other 
financial instruments. The Minister today released further 


details concerning the application of this proposal to annuities. 


The option of reporting accrued income annually, instead of every 
three years, will be extended to annuities and all other 
financial instruments subject to the three-year accrual rules. 
This will benefit taxpayers who wish to make maximum use of the 


annual $1,000 investment income deduction. 


Interest on money borrowed to pay premiums on annuities not 
registered as registered retirement savings plans (RRSPs) or 
other registered plans, will be deductible under the general 
rules governing interest paid on loans to earn property income. 


In addition, any loss suffered by an annuity owner because the 


cash received on surrender is less than the cost of the annuity 
for tax purposes will now be deductible to the extent of the 


amount of the accrued income previously taxed. 


Owners of annuities purchased before the budget which are "locked 
in" will benefit from a delay in the start of the accrual 
provisions until the lock-in period expires. Income accrued 
after November 12, 1981, arising on premiums paid before that 
date on these annuities, will not have to be reported until the 


lock-in period expires. 


Taxation of Life Insurance Companies 


The November 12 budget made a number of modifications to the 
taxation of life insurance companies to bring it more in line 
with general tax principles. Certain changes to these rules are 


now proposed. 


That budget proposed to end the additional reserve deduction 
allowed to life insurance companies with respect to qualified 
annuities -- generally annuities payable under deferred income 
plans, such as RRSPs and deferred profit sharing plans. This 
proposal now will apply only to such annuities issued after the 
end of 1981 and the reserve deduction will be continued for 


pre-1982 annuities while they remain in force. 


The November budget also proposed to tax interest income of 
companies derived from loans to policyholders on an accrual basis 
each year. Technical changes will be made to eliminate double 
taxation for companies who were on the cash basis of accounting 
in 1969 when life insurance companies first became taxable. In 
addition, the tax treatment of income from the foreign non-life 
insurance business of Canadian life insurance companies will be 


unchanged from the rules applying before November 12, 1981. 


Technical Details of Basic Test for Exempt Life Insurance Policies 


For a policy to be exempt in a year, its maximum tax actuarial 


reserve (MTAR), including the MTAR for any paid-up additions and 
term riders or additions, must be less than a bench-mark value. 


For the twentieth and subsequent year's of a policy's duration 
the bench-mark value is the MTAR for a single-premium age-85 
endowment policy for an amount equal to the death benefit for the 
year, including paid-up additions and term riders or additions, 


under the actual policy being tested. 


For the first 19 years, the bench-mark value is based on a fraction 
of the bench-mark value for the twentieth year. Thus, in the 
first year, the bench-mark value is one-twentieth of the bench-mark 


value for the twentieth year, two-twentieths in the second year, 
CUC. 


The bench-mark value for a policy will generally be based on the 
mortality table and interest rate used in determining its MTAR. 
However, there will be a minimum interest rate of 3 per cent for 


policies issued before the end of 1984, and 4 per cent for policies 
issued after 1984. 


Further technical details will be made available later. 
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The Honourable Allan J<MacEachen, Deputy Prime Minister and 
Minister of Finance, today tabled in the House of Commons 
comprehensive Notices of Ways and Means Motions relating to the 
budget of November 12, 1981. The motions set out the draft 
income tax legislation to implement proposals of that budget. 


ine .drart legislation reflects the modifications to the budget 
measures announced by Mr. MacEachen on December 18, 1981. It 
also contains further alterations reflecting many of the 
constructive suggestions received over the past several months. 


The legislation is being issued in draft form to afford those 
taxpayers whose interests are affected and their professional 
advisers an opportunity to review the proposed amendments and 
Suggest modifications to ensure that the changes do not have 
unintended or inappropriate effects. Mr. MacEachen said that in 
order to provide ample time for review he would not be proceeding 
Pichia: hegus lation ineParliament until svatter the summer 
recess. 


Behe practice of tabling dratt legislation in the form of ‘comprenen— 
Sive Notices of Ways and Means Motions was proposed in the 

document entitled "The Budget Process: A Paper on Budget Secrecy 
and Proposals for Broader Consultation" issued in April. In that 
document the Minister said this procedure, which has been followed 
in recent years, provides an opportunity for significant input by 
Ene public and the legal.and.accounting professions in the 
development of tax legislation. 


The Minister said that a committee of tax professionals has been 
appointed to review proposals in Resolutions 23 and 24 of the 
November budget involving the deduction of interest expense. 
Their effective date is being postponed pending the review and 
would not in any event apply before 1983. 


Canada 
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More significant modifications to earlier proposals include a 
reduction of the automobile standby charge from 2 1/2 per cent 
per month to 2 per cent and a postponement of the 12 1/2-per-cent 


eorporate distributions tax to January -1,.91983.,.the automobile 
standby charge is. used.in calculating the benefit to an employee 
from the personal use of a company car. The corporate distributiogg 


tax is intended to adjust for the difference between thesrate oF 
tax paid by certain small business corporations and the amount of | 
the dividend tax credit to which shareholders are entitled when 
earnings are distributed. 


Drartt Jegislation relating to charuties and to theytax treavmen: 
of life insurance policies is delayed’as a result of the extensive 
discussions that have taken place with representatives of both 
interests. Details of changes relvating to Ife ansumance 

taxation are outlined in a separate press release. The Minister 
said proposed amendments in these areas would be made public as 
soon as they are available. 


There are modifications in the draft legislation to the proposal 
relating to forward averaging which will improve its effectiveness. 
Forward averaging is a method of averaging tax rates so that 
someone with an unusually high, non-recurring income is not taxed 
at an excessive rate. The changes in this area will extend the 
application of forward averaging to all income earned by artists 
and athletes from their activities as such. 


There are also modifications to proposals relating to the 
deduction of certain reserves on instalment sales of property 
where the proceeds are not received until a future year. The 
business reserves proposed for sales of real estate will be 
extended to sales of all inventory and the computation of the 
reserve will be based on the portion of the total proceeds that 
remain unpaid over a three-year period. 


With respect to the changes proposed in Budget Resolution 14 
relating to low-interest or interest-free loans by Canadian 
corporations to their foreign subsidiaries, and amendments 
affecting corporate reorganizations, Mr. MacEachen intends to 
further consider these particular changes. The treatment of 
loans to non=resident corporations is part “of a broader study of 
the taxation of foreign source income that is currently under 
way. in the area of corporate reorganizations, the Minister 
intends to refer the amendments in this very complex area of the 
law to a group of outside consultants for review. Changes in 
these areas will not be proceeded with before the studies have 
been concluded and a discussion document has been made public. 


The Minister said that the proposed restriction on deductibility 
of interest expense would not apply to interest under commitments 
prior to November 12, poet relating to employee share purchase 
loans. The decision to "grandfather" such loans recognizes that 
in many circumstances employees are locked into relatively 


mlong-term arrangements and are unable to reorganize their affairs. 
therapplication of the interest twestriction to corporations under 
Budget Resolution 24 was intended as an anti-avoidance measure 
euc=thie=Minister confirmed “that, as’such, it would apply only to 
those private corporations that carry on either a personal 
service or a professional business. 


The draft legislation does, however, contain the proposals in 
Budget Resolution 20 relating to the non-deductibility of 
interest on loans to finance contributions to registered 
retirement savings plans (RRSPs) and certain other plans. 


The Minister also announced a three-year extension of the non- 
resident withholding tax exemption for interest paid on government 
and long-term corporate borrowings. The existing exemption is 
scheduled to terminate for bonds and other debt issued after 

1982. The Minister indicated that the amendments necessary to 
provide for the extension of the exemption for interest on debt 
obligations issued before 1986, while not included in the draft 
legislation, would be reflected in the implementing legislation 
Eoubes tntroduced in, -the fall. 


In addition, Mr. MacEachen released the text of draft regulations 
(attached) that describe what is to be included in the expression 
"prescribed share" for the purpose of paragraph 112(2.3)(g) and 
paragraph (f) of the definition "term preferred share" in the 
draft legislation. The draft regulations are essential for an 
understanding of these two provisions. 


Mr. MacEachen said that taxpayers with particular technical 
eoncerns arising out of the draft legislation should write ‘to the 
Tax Policy and Legislation Branch, Department of Finance, Ottawa, 
K1A O0G5. 
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Draft Income Tax Regulation 
SCHEDULE 


Section 6201 of the Income Tax Regulations is revoked and 


the following substituted therefor: 


"6201 (1) Subject to subsection (2)%, for thes purposes of 
paragraph W12(2.3)i(g) <of the Act andwparagraply (i)- of eehe 
definition "term preferred share" in subsection 248(1) of 
the Act, a share is a prescribed share with respect to a 
corporation (in this subsection referred to as the 
"recipient") that receives a dividend at any time in respect 
of the share if it was acquired after June 28, 1982 and is 
ofa: class -or-of a series of a .class:of the capital stocksos 
a corporation that is listed on a stock exchange referred to 
in section 3200 unless in the aggregate dividends are 
received at that time from the corporation in respect of 
more than 10 per cent of its issued and outstanding shares 
of that class or of that series, as the case may be, by 


(a) the recipient, or 
(b) the recipient and persons with whom the recipient 
does not deal at arm's length. 


(2) For the purposes of paraguaph 12 (233)4g): of the Ace 
and paragraph (f) of the definition "term preferred share" 
in subsection 248(1) of the Act, a share is hereby 
prescribed that is a share last acquired before June 29, 
b9S2 and 1S Of a class or Of a Series cia class of che 
Capital stock Of a corporation that wie Listedmon-aistock 
exchange referred to in section 3200 unless in the aggregate 
more than 10 per cent of the issued and outstanding shares 
of that series or of that class, as the case may be, are 
owned by 


(a) the owner thereof, or 
(b) the owner and persons related to him." 


Section 1 is effective on and after November 13, 1981. 


mM G6 Von UonOu tT] Np aeqduioo: ev onbiqdde, s pT epTsraze yd ve 


u°S8QTT FuOS TnT tTnb 
souuosied soap e 49 UOTRIOe,T[ op oaAtTeqetadoiad ne (q 
| Nom UOTZOS |, Sp) Slt ejaetszdoid ne (e 


qQusuueTzAzedde,u ‘sed eT uotTes 

‘atTzobazeo 9399995 ep no UOTSSTWAa 933390 Op UOT IeTNOATO 

us 39 Sestwa suOoT}Oe Sap 3ZUSeD Anod QT ep sntd 
‘aTquesus,—[T suep ‘enb sutouw e ‘Q0ZE ASTOTIAL,T & SAaSTA 
esanoq aun e& X4TAOSUT UOTJeAOdAOD suN,p SuUOTROL-TeWTdeo 
np etz0ba zed sun,p seTAasS suNn,p NO sTAOhb|a zed 

oun, p> Stated QUueSTeI Ao ZeG6)T Uwinl Ge oT auRAe sToz 
ezZetuzep eT anod ostnboe uotqzoe sun 94TADSeId ‘sajussead 
sot aed ‘Aso ‘TOT eT ap (T)8Prz euderzberzed ne ,owizs3 

© SgtTbaTTtAtad uoTqoe, |p UCTITUTJSp eT ep (F eouTTe,T 
Seo rome (= opal (eric) 211. PoutpTe | ep ySsury xny (7) 


*souepuedap op UseTT uN e& [TT 
STTenbsaT osae souuoszed sap jo OATeTOTZQ9Uaq SAT (q 
| No “SATeTOTFOUSq ST (e 


Zed ‘seo dT uoTes ‘aTAaS 34999 ap no stAOhaxVed 9333909 
Op uoTeTNOATO us jo Sastwa suot joe sds sp 4Uuad Anod OT 
op snjtd op parzeba,{,T e uotzezr0d1I09 eT ap dazep an je0 

eB snd50z ZUSTOS SU SOPUSPTATP Sep ‘satTquesus,T suep ‘aonb 
sutow eke ‘OQOZE STOTITC,L[T & SAESTA OSANOG oUN ke A2RTAOSUT 
uoT eAOdIOD suN,p SUOTZOe-TeATdeo np etzroba7zeo ouN,p 
OTIES 9oun,p no stzAO0bazed sun,p aetAAzed ATey aTte,nb 

49 786T utnl gz eT seade ostnboe aja e Uu0TI9e,T[ TS 
‘u0T30e,T op pzeba,T e aenbuootenb ajep sun ek SspuSpTATp 
un 3TO5eza tTnb (,eTTetoTyJauaq, oT eyuderzberzed yusesaad 

ne setTedde) uotzexro0dz05 sun,p przeba,T e e4tszosead 
uoT}Oe SuN 4Se UuoTROe SUN ‘TOT eT ap (T)8Prz suderberzed 
ne ,owr9} eB SeTbaeTTAtad uotzoe,,p UOTFTUTIJap 

copes je eoUhpe. ie ope Tole, op (Ole c)cin courpe, | 
Soesurpe xne —9(7)\e SuUceTOeueds lip OATOSer Snes Fa(T) “60729, 


243tIns tnb 90 aed asoetTdwer yo shoirqe 
qs NueAer oy ANS JOdUT,T ep JUSUSTbey Np TozZ9 STOTIAe. 1 “aL 


fy aX ANNW 
NusASA oT ans 3QduT,[T op JUeWweTbea op qelorg 


"S90 WIM “eMe 30 

‘soqoueuTY Sep eTeqstTutu ‘3OQdWT,[T ep uoTjeTStbaeT eT ep 3e enbt4TTOd 
CT ep UOTAOSATpP ST e& 4ATADSe Aed ASssezpe,s JUSTeAASp uOoTReTSThaf[ 

ep eyoneqs,{,T ep yzefns ne sexzattTnotjazed soenbtuyos3z suotied 
—noosoeid sep zuo tnb setTqenqtaqjuos set enb enbtput e usyoeqoeW °W 


*SUOTJTSOdUSTP XnNep Sad ap uoTSUSsYyemrduos 

eT & eTqesuedstput 4so jZUSWeETHhbeA ep syoneqs,TI ‘*uoTzZeTSTbaT 

ep eyoneqs,,T suep ,ewz0} e sgTbaTtAtad uoTtTjzoe, euN,p UOTRTUTJEap 
SL op (fF eeunpe wm Posen bierc) ca Couriers (eer outs en peice cad 
UOTTOR,,) UOTSSoadxo, 1] SUED SPOUT Sate BTOpet nb Soo aten tio 
(axouue) JUuoweTbhbeaz op yzoload un attqnd e useyoeqoey -w ‘sntd oq 


*osuuojne,T e& AeqQuessaid e uoTAeOTT{Tdde,p 
Sernsow SeT suep sosasqeaTjJoeA Ausetexses ‘UOTIeTSThAaT op syonegda,{ 

suep SaeSnTOUuT e299 sues ‘986T RURPAE STWO SOURSTD ep sezqTtyA 

SeT ans sagAed sqezaqut sep pzebe,T e uotjadwexe,{[ azebuortoirzd anod 
SOAITeSSSO9U SUOTReOTFJTpOW Sat onb anbtput e sAASTUTW OT “*Z8ET 
Ssoide stwa sdueatO op SoeAqT SsorAANe SaT Ayo suOTRebtTTqGo sat AzAnod 
UuTJ SApuserd ATOp seTTenjoe uotjduexs,] *“SsaqyatToOOS sep swzeq HuoTt e 
Sjuniduoe seT 32 3e€340,1T ep sqUnaduie SseT Ans SsasaseA SjeTajUT Sep sed 
@T suep sjuepTsez-uou SOT ANS seTeOSTJ snusjzet eT op uot Aduexs, [T 

op sue stoiqz anod uotjeborz0ad eT agouoUuUe AUsWeTeba e aaqSstTutTW ay 


*soutbaa sorzqne 

SUTE}I9N 2 4D (UNH) O4ATeA.ZeAT-oubsred|a,p saazqystberzue sowutbearA sap 

© SUOTINGPAAUOS Sel BAeourUTI P AUCAAZSS Sdoad GoT ANS foteaia a 

Sp SATITTGt{IoNpep uUouW eT AuUeUASOUOD OZ SATeIebpnqd uoT|An Tose 

eT ep suotatsodoad sat stoyeqgnoj puseradez uot ze[SstbaT ep syuoneqa,7T 


"oT Teuuotssaesoid 

uOoOT}eEOOA e ostadsazqZUS suN NO TSeUuUOSAed soOTAASS ap sastAaderzjua 

oun 4FTOS Aue AZTOTdxse tnb saaatad sotubeduods xne,nb 3aterzoenbt{Tdde,s 
SU OT TS “ema So & ‘onb suaTTUu0S 7Tt-Jj-—e So24SsTuULi oe, Teste 
:Sorttoqeddeyos sat AtTusasid ap yelqo anod AtTeae ‘FZ UOT ANTOSEsIA 
BP] @p NAASA US “SageToOOS Ane UOTAO TI SS2, 24465) SP uot ee 
-ttdde,7 ‘*seratejyzye sanozT Aestuebzocedxr ZueAned su 4o swWz94 HuocT e 
JUSUSATICTOA Seojusjuse sep aed SetyT 3u0S SogAOTdWIo Sse] “Seo sep ust 
suep ‘onb 4tey np eqdwos justi sjead sod ,r70baj0ad, ep uotTstoap 
ey -‘*sgAotdue sop suotjoe,p szeyoe set anod st jussuoo sjead 

Sop Ans ‘{T86T eAqWeAOCU ZT Ne SANSeTAZ9QZUe SjZUSUebehuse,p Juepnodsap 
SieISIUL XNe sed JreAcnbipade,=s SU JomeaUT, oO S1Te1t Sop O71 rg 
-TJONPSpP eT ep sesodoird UOTRIeATWIT eT enb aazeToep e& SszqStTutTU oF 


‘oTtTTqnd npuez epnjzes,p JUuSewNoSOp uN oe USeTq eB sguUeU 

aye 4Te,U opnje,T enb jueAe ssuTeWwoOp seo suep juswebueyo unone e 
epeooid su ug °SANeTIayXe szZeT[tesuod ep ednozh un azed tot eT ap 
exeTdwoo sez suTeWOp 8D suep seNnAsId suOTReOTFJTpoOW set ASuTUeXE 
eitey ep esodoid os seaAqsTuTU aT ‘SajeaTOOS Oop suOoTIesSTUeHhAOC|aA sap 
SsuTeWwop eT sueq “*orgbuer}a SsoOANOS Sp SnusAST Sap UOT ATSOdUIT,T 

ans estiderzjuse JuseweTTenjoe oebzet sntd epnje oun,p ezped oT suep 
S1VSUT,S SeJUSpTsear uou SsazeToOOS xne sjorzd sop sultbexz ey -*szat{tno 
-T3#ted sjuswebueyo sad puojy e sntd AeuTUIexXS pusejUS USsYyoeqoeW “WwW 
‘saqeToos op suoTzesTuebioesz set JuUeYyoNoOW suOoTZeoOTJTpou set 

enb tsute ‘serebueiqeg SeTeI[TTJ SsaAndeT e souUsTpeUed. SsaqaTOOS sap 
2ed ST JUSSUOS [NU NO SeTqteyzy JgazeqjUT,p xneq e sjead sep jueqtTe7z3 

PI eAtejebpnq uotynTosaer eT suep sgsodoid sjuswebueyo sep yelns ny 


*soqUeATNS SoQuUUe STOIQ SOT AUeANp saeAedut 

qUeFSSeT 9USA ap ATNpord np uoTjzOeAZ eT ANS |puoy eASS sAASSEIA 
BT ep TNoOTeO sT 3e- ’aeATeZUSAUT,T 3NO Op 37UeA PT ke Sonpuaejs 
JZUOZTeS SSTQnseuWt,p SeqJUeA Op sed dseT suep ssasodorzd saAreser sey 
*pze3 snjtd onb ndzed 4se,u 4tnpord eT Auop ‘juseuereduiaq e suetq 
ep SOUSA SOT ANS SeAZSSaAT sauTeIISO Op uoTIONpap eT YUeUTSeDUOD 
suot}tsodoid xne seaqrzodde juowetTebs jJUuOSs suOTRZeOTJTpou soq 


“JUSWSTeI9,P 

SuoT3tsodstp sep uotjzeot{tTdde,{[ saat zoOedsez SsaqTAT Zoe sANndstT 

ep jZueusAoid so EeTyUAZe Sap oe SsaqsTAAe sop NusAST Np |sATTe}OF eT 

ek jUSpUseza sUTeWOP 395 suep sodaqAz0dde suoTzeoTFTpow sey *FtIsssoxs 
xnej un e agsodut sed 31OSs au TeuUoTAdSOXS 32274TQ & BASTS NudsADSTA 

un 3T05e2 tTnb aTqenqtazjuoD eT onb uod5ez ap uotytsodwut,p xneq soap 
suusAow oun OATS op FZowrsd QuowetTeqja,T “nusAor np jusweTejs,T 

R SSOATIeTSA suotytsodoid soeT eTJtpow uotze[SsthaT op suonegea,7T 


*soTqtuodstp juetezes soeTtTe,nb 

Sep senbt[qnd sonpuez juetezos soutTewop seo suep ssgsodoid 
SUOT}EOTFJTpOW SeT onb esAeTOSsp e xsAASTUTW 9eT “*JOUTASTpP esserd 

op anbtunwmuoos un suep assodxe 4se eTA-soUeANSSe,[ Op UOT ATSOAdUT,T 

eR soeqzodde suotjeotstpou sep [tejJep eT ‘*‘sassezaquT sednozb xnoap 

| Sop sqzuejUSSeTder SdeT OeAe NaTT no juO Tnb sJtsusequt suet jserzjus 
Sop o4tns zed pzej sn{d e ostwez 4YSsoO SsTA-sOUueANSSe,p SseoTtTtTod xne 
#2 a4TAeYO Sep soulsTuehbxzo xne SAT}eETSET UOT eTSThaT ep syoneqsa sug 


“Sgnqta4stp 3uosS 

SeoTJQuUeq SeT enbsAO[T seATeuuOT Oe Set 4TOAp FUO Tenbne saepusepTATp 
anod 3QduT,p 3#TpezO eT 3a SaqeTOOS seqTzed souTezAeD Aed gsAsA 
qQOdUT,p xnej eT er7QUS QUeISTXS SOUeTEFFJIP eT ASeHTAAIOD e OSTA 
SOPpUSPTATP ep SUOTANGTAASTp SseT ans 4QgdwT,I *Teuuoszed sbhesn 
uos anod aznekoTdwa uos ap eAzn4TOA suN,p ssodstp tnb gAoTdus,T 
STOTJEeUEeq WUOp ebequeAe,T ASTNOTeO e 7Zazes SeTqesodut shejueae,T 
"SSplepTATD. ep SUOTANGTIgSsTp Sse, Ans Ques °anod &cT ep 39QduIT,T 
ep €86T azetAuel 7 Me Jtodea Un; ub TsumeMcrol aed 4uo0 anod 7 
e &Z ep sguowe’tl ‘oTtqowoqjne eun,p uoTZeSsT{[T4n Aznod eTqesodut 
abejueae,T op uotzONpaer oun querznbty seAnetsajue suotyztsodojd 
xne sogqrzodde sequeqzodut sntd set suotzeoTFtTpow sot Twaed 


epeuey, 
ied 

"€86T qUueAe Sed UOSeF 934NOQ Op JUSeTer 

-onbt{Tdde,s ou seTTe 30 ‘apnqea,T ep queweasyoe,T e,nbsnl€ sassnodaiz 

eTes suotjtsodoid sdd ap ANoeNhHTA us d<arz}USe,pP sAep eT °*397aRUT,P 

STeCAJ Sop uoTRIONpsp eT Ans AueqAO0d sAqueAoU op Aebhpngq np 7Z 

32 €Z SUOTANTOSEsa sap suotjtsodozd set Aetpnjes,p uTse gwA0jF qa e 

STeuUuOoTSSeFOAId sSaRSTTeOSTF op |aqtTwoo un,nb aAelTOsp e 2AASTUTW 9T 

"eTeOSTF UOTRIeTSTbaT eT ep uoT}eAOGeTE,[ & JUSUWeTTIN 

Zedtotyzzed op uotsedo0,{T etTqeqydwoos 3a enbtptan£€C suotssazoid 

xne,nb tsute ot~Tqnd ne jtTeuuop ‘saguUe SeTEeTUASpP Sep sANoOd 

ne etAtns ‘opoyujzew 99990 onb AuUsUuNdOp 90 sSuUep ATeAeTOSp 2AASTUTU 

eT ‘°‘a3TeANO sn{d uot}eI[NsuOD ep suoT}Tsodoid ye satejabpngq 

JOeID9S ST ANS JZuewNd0q zeAaTeqebpnq snssado0id oy artnqtqzUT [TzAe,p 

jueunsop eT suep asodoiad aja e suasAow 4a SATOA Sap suUOoOT OU 

ep sqzeTdwos stae,p ewz0F snos saat zeTStbaT sayonedqsa,p agdap ay 


*osuwojNe,[T eB XnNeAeCTQ Sop sstidez eT AUeAe 

qZUusWweTTeg Ne SSATATUTJaP SSATReTSTHbaT seazanssu ap sed Aytexzesodoid 
ou [TT ‘UuSUeXxS 395 eB AuesTjJgns sdwaqz un AsuUuOp Anod ‘osnb sAzel[oap 
e usyoeqoeW *w ‘*‘atadozddeut no 4tnq_AOF ZoaFzZo,p sed jusete,u 
suot3tsodoiad set onb uodez op sjuswebhueyo sep Aezahhbns op joa 
Sssgsodoid suotjeotytpow set Aetpnie,p SsTeuuotsseyord sAseT{[Ttesuos 
SINeT B 3S S|ayono RZ 3UOS S}ErTaUT SOT WUOP SaTqenqtazjUOS xne 
oit33ewrZed Anod syonegqs,p sewzAOZ snos sattTqnd 3se uotAeT[SthbsT eq 


“STOW SZOTUATep sep sANOO ne sondezr SOATIONAWZSUOD 

suotjtsodoid sop szquou 4uejSsTjoer tnb sjusowsehbueyo sozqne,p tssne 
4ZUSeTIUOD STTWA “usyoeqoew “WwW Aed [TE6T eAqueD,sp BT ST SoaduUOUUe 
SOTPOSTJ SUOTRZEOTJTPOW SOT SRzeTJOA uoT}zeT[SthaT sp syonegea,7T 


*jZobpnq 930 

op suotytsodoid set ez7ANSO Us 92A47SU eS VUCSTA OTeOSTF uUOTIeTSTHhaf[ 
ep syoneqs,{T juesodxse suotjou set “*T8s6T eAqueaou ZT np W3oebpngq 

ST ans jueqz0d suaAow 39 SSOTOA Sap suoT}OW ap SjZeTdwoOoS sTAe soap 
Sounwwos sep erzqueyud eT e tnyu,panofne ssodap e ‘uayoeqgoew *f UeTIV 
eTqezouoy,{[ ‘SeoueuTY Sep eARSTUTW oO SAASTUTW ASetTweAd-soTA ST 


CL-C8 
COGh LC co he, ewe AO o7FeTpguUUIT UOT eOTTAQNd 
PMENO ‘SOUNWWOD Sap aiquieyury eMENO ‘SUOWWO JO BSNOH 
S@DUBUIY SAP J4}SIUILW Jo adueUly JO JaysiUlW pue 
O4IJSIUIW JOIWaIG-adIA Jaysiulpy autig Ajndaq 
uayreqoew ‘f uel|\y ajqesouoy | uayseqoew ‘[ ueljy ajqesnouopH 
ap Jauiqey ng JO BJO ay) Wold 


enbiunwwoy aseajoy 


Government 


Publications 


| 
Release 


{~~ From the Office of 


- Honourable Allan J. MacEachen 
| Deputy Prime Minister 
and Minister of Finance 


House of Commons, Ottawa 


eT 7 


pnday, July 5, 1982 


Eficial International Reserves 


2puty Prime Minister and Minister of 
inance Allan J. MacEachen announced 
oday the level and composition of 
anada's official international reserves 
mesune 30, 1982, as follows: 


(Millions of U.S: Dollars) 


eo. Dollars 16895 1. 
ther Foreign Currencies 22%3 
old i Gevont 
pecial Drawing Rights 2051 
eserve Position in IMF 366.6 
otal: June 30, 1982 ZI2Oe 3 

May 31, 1982 apo W A 8 | 

Change +501. 


he change in reserves in June included 
decrease of $35.6 million in SDR-denominated 
ssets reflecting depreciation of the U.S. 
Ollar value of the SDR. 


he change also included drawings totalling 
-S. $600 million under the standby credit 
acility with the Canadian chartered banks 
nd $1.0 billion under the standby credit 


Canada 


Communiqué 


Du Cabinet de 


I’honorable Allan J. MacEachen 
vice-premier ministre 
et ministre des Finances 


pie 
me AR 


ambre des communes, Ottawa 


indi 5 juillet 1982 


Réserves officielles. de liquidités 
internationales 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen,a publié aujour-. 
d'hui 1"état des réserves canadiennes 
officielles de liquidités internationales 
arrété le 30 juin 1982: 


(En millions de dollars E.-U.) 


Dollars Be—U- L669 a0 
Autres devises étrangéres 22 ts 
Or Ti3a 
Droits de tirage spéciaux FAG IEP 
Position active au FMI 366.6 
Totals ~30) juin, 1932 25920.3 

31 mai 1982 2,070 

Variation +560 


La variation des réserves en juin 
comportait une baisse de $35.6 millions en 
raison de la dépréciation de la valeur en 
dollars américains des avoirs libellés en 
droits de tirage spéciaux. 


Cette variation comprenait aussi une 
augmentation de $600 millions E.-U. 
provenant d'un tirage effectué sur la ligne 
de crédit renouvelable avec les banques a 


ve 


facility with U.S. and other foreign banks. 


On June 30, drawings outstanding under the 
$3.5 billion credit facility with the 
Canadian chartered banks totalled $900 
million, while drawings outstanding under 
the $3.0 billion=facility with foreien 
banks totalled. $1.5, badtiion:. 


The change also included the proceeds of 
a U.S. $750 miltion public otfering of 
notes in the Eurobond market. 


There were no gold sales. 


charte canadiennes et une augmentation de 
$1.0 milliard provenant d'un tirage effect 
sur la ligne avec les banques américaines 
et autres banques é@trangéres. Au 30 juin 
l'encours des tirages sur la ligne de cr@ 
de $3.5 milliards avec les banques 4 | 
charte canadiennes s'élevait a $900 milli 
et l'encours des tirages sur la ligne de 
crédit de $3.0 milliards avec les banques] 
étrangeres s'élevait a $1.5 milliard. 


Cette variation comprenait aussi le produ: 
d'une offre publique dans le marché Euro- 
obligataire totalisant $750 millions E.-U 


Il n'y a eu aucune vente d'or. 


Release 


| From the Office of 


Honourable Allan J. MacEachen 
Deputy Prime Minister 
and Minister of Finance 


House of Commons, Ottawa 


-92 ~— 
dnesday, August 4, 1982 NE; 


ficial International Reserves 

puty Prime Minister and Minister of 
nance Allan J. MacEachen announced 

day the level and composition of 
nada's official international reserves 
Myuiy 31, 1982, as follows: 


OMtlions if U.S. Dollars) 


ise Dollars ZRISO eT 
her Foreign Currencies 18.6 
1d 178.0 
ecial Drawing Rights Oe 
serve Position in IMF SGGn 3D 
fetes ily; Si L982 3,270.0 

June 30, 1982 Wipe WIA OV ee) 

Change +343. 7 


e change in reserves in July included a 
crease of $0.2 million in SDR-denominated 
sets reflecting depreciation of the U.S. 
llar value of the SDR. 


e change also included net repayments of 
S. $750 million under the standby credit 
cility with U.S. and other foreign banks. 
July 31, drawings outstanding under this 
edit facility totalled $750 million, while 
awings outstanding under the credit facil- 
y with the Canadian chartered banks 

talled $900 million. 


ere re no an sales. 
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Publicatior 


Communiqué 


Du Cabinet de 


I'honorable Allan J. MacEachen 
vice-premier ministre 
met ministre des Finances 


CUBRARY | 


le mercredi 4 aott 1982 


Réserves officielles de liquidités 
internationales 


Le Vice-premier ministre et ministre des 
Finances, Allan J. MacEachen,a publié ce 
matin l'état des réserves canadiennes 
officielles de liquidités internationales 
arréeté le 31 juillet 1982: 


(En millions de dollars E.-U.) 


Dollars E.-U. 2403007 
Autres devises étrangéres LSe6 
Or 173.0 
Droits de tirage spéciaux 7058 
Position active au FMI 366.5 
Totaleey si, juillee 1982 S270.0 

30 juin 1982 2, 9LORS 

Variation spe ohn 


La variation des réserves en juillet 
comportait une baisse de $0.2 million en 
raison de la dépréciation de la valeur en 
dollars américains des avoirs libellés en 
droits de tirage spéciaux. 


Cette variation comprenait aussi des rem- 
boursements de l'ordre de $750 millions EU. 
sur la ligne de crédit renouvelable établie 
auprés des banques américaines et autres 
banques étrangéres. Au 31 juillet, 
l'encours des tirages sur cette ligne de 
crédit s'élevait a $750 millions et 
L'encours des tirages sur la ligne de crédit 
avec les banques a4 charte canadiennes 
s'élevait a $900 millions. 


Il n'y a eu aucune vente d'or. 
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AKReETeAaSe Oommunique 
| From the Office of Du Cabinet de 
- Honourable Allan J. MacEachen honorable Allan J. MacEachen 
Deputy Prime Minister vice-premier ministre 
and Minister of Finance et ministre des Finances 
House of Commons, Ottawa Chambre des communes, Ottawa 
82-94 
For immediate release Publication immédiate 
Ottawa, - August’ 55°1982: Ottawa, le 5 aott 1982. 

Finance Minister Allan J. Le Ministre des Finances, Allan J. 
MacEachen released today the MacEachen a publié aujourd'hui 1'état 
regular monthly statement of the mensuel régulier des opérations 
government's financial operations financiéres du gouvernement pour le moi 
for April 1982, the first month d'avril 1982, premier mois de l'année 
of the 1982-83 fiscal year. financiére 1982-83. 

For April, budgetary revenues Les chiffres budgétaires d'avril 
-were $2,605 million, expenditures s'établissent ainsi: recettes $2,605 
were $5,304 million and there was millions, dépenses $5,304 millions 
aederieit§ of $24 6990" For? April d'ot un déficit de $2,699 millions. 
1981, revenues were $2,441 Les chiffres d'avril 1981 s'établissaient 
million, expenditures were $4,669 millions d'ot un déficit de 
$4,669 million and there was a $2228" millions’. 


dericit’ of* $2,228 million. 
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v? From the Office of 
Cc S “Honourable Allan J. MacEachen 
* Deputy Prime Minister 
and Minister of Finance 


House of Commons, Ottawa 


Publicatic 


Communiqué 


Du Cabinet de 
I‘honorable Allan J. MacEachen 
vice-premier ministre 


et ministre des Finances 


Chambre des communes, Ottawa 


For immediate release 
Ottawa, August 24, 1982 


Finance Minister Allan J. 
MacEachen released today the 
regular monthly statement of the 
government's financial operations 
for May 1982 and the first two 
months of the 1982-83 fiscal year. 


For May, budgetary revenues 
were $5,126 million, expenditures 
were $5,304 million and there was 
aedeficit “of "$178 million.” For 
May 1981, revenues were $4,298 
million, expenditures were $4,602 
million and there was a deficit 
of $304 million. 


For the first two months of 
the 1982-83 fiscal year, budgetary 
revenues were $7,731 million, 
expenditures were $10,608 million 
and there was a deficit of "$2,877 
million. For the same period last 
year, revenues were $6,739 million, 
expenditures were $9,271 million 
and there was a deficit of $2,532 
million. 
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82-98 


Publication immédiate 


Ottawa, le 24 aout, 1982 


Le Ministre des Finances, Allan J. 
MacEachen a publié aujourd'hui 1'état 
mensuel régulier des opérations 
financiéres du gouvernement pour le 
mois de mai 1982 et les deux premiers 
mois de l'année financiére 1982-83. 


Les chiffres budgétaires de mai 
s'établissent ainsi: recettes $5,126 
millions, dépenses $5,304 millions, 
d'ou un déficit de $178 millions. Les 
chiffres de mai 1981 s'établissaient 
ainsi: récettes $4,298 millions, 
dépenses $4,602 millions, d'ou un 
déficit de $304 millions. 


Les deux premiers mois de 1'année 
financiére 1982-83 ont produit des 
recettes budgétaires de $7,731 millions, 
dépenses de $10,608 millions, d'owt un 
déficit de $2,877 millions. La période 
correspondante de l'an dernier avait 
donné des recettes de $6,739 millions, 
des dépenses de $9,271 millions et un 
déficitedes$2¢532emillions: 
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For immediate redeasek 
Ottawa, August 25, 1982 


Finance Minister Allan J. 
MacEachen released today the 
details of preliminary revenue and 
expenditure figures for the fiscal 
year 1981-82 and of the assets and 
liabilities as at March 31, 1982. 


Revenues for the fiscal year 
were $54,552 million, expenditures 
were $67,958 million and the 
budgetary deficit was $13,406 
million. For the fiscal year 
1980-81, revenues were $46,507 
million, expenditures were 
$59,175 million and there was a 
budgetary deficit of $12,668 
million. 


The preliminary figures for 
1981-82 differ from the June 28, 
1982 Budget estimate mainly as a 
result of accounting differences 
but also due to the normal process 
of collecting and tabulating the 
final series. Financial require- 
ments, at $8,331 million, are 
substantially the same as the 
$8,340 million anticipated in the 
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Du Cabinet de 


I'honorable Allan J. MacEachen 
vice-premier ministre 
et ministre des Finances 


Chambre des communes, Ottawa 


Publication immédiate 


Ottawa, le 25 aott 1982 


Le ministre des Finances, Allan J. 
MacEachen a aujourd'hui dévoilé 1'état 
préliminaire des recettes et des 
dépenses pour l'année financiére 
1981-82 ainsi que de l'actif et du 
passif au 31 mars 1982. 


Pour l'année financiére, les 
recettes se sont élévées a $54,552 
millions, les dépenses 4 $67,958 
millions et le déficit budgétaire 4 
$13,406 millions. En ce qui concerne 
l'année financiére 1980-81, les recettes 
s'étaient élévées 4 $46,507 millions, 
les dépenses 4 $59,175 millions et le 
déficit budgétaires a $12,668 millions. 


Les chiffres préliminaires pour 
1981-82 sont différents des chiffres 
indiqués dans le budget des dépenses 
du 28 juin 1982, en raison surtout des 
différences de comptabilisation mais 
aussi du procédé habituel de collecte 
et de mise en tableaux des chiffres 
définitifs. Les besoins financiers, 
établis 4 $8,331 millions, sont presque 
les mémes que ceux prévus dans le budget, 


Budget. However, budgetary revenues 
are higher by $787 million and 
budgetary expenditures by $1,258 
million with a $471 million widening 
of the budgetary deficit. This 
revision to the deficit is balanced 
by an offsetting $480 million 
revision to non-budgetary trans- 
actions. 


The budgetary deficit at $13,406 
million is $471 million above the 
June 1982 Budget estimate. The 
increase in the deficit is for the 
most part explained by higher public 
debt charges ($98 million), higher 
pension charges to budgetary 
expenditure ($190 million) and lower 
budgetary revenue ($99 million) as 
a result of post-closing entries. 


In addition, there are two major 
differences in accounting treatment 
between the Budget and the Preliminary 
Financial Statements. The Budget 
treats Canada Post as a Crown corpora- 
tion throughout 1981-82 while the 
preliminary figures treat Canada Post 
as a Crown corporation only from 
October 16, 1981, the date of its 
commencement. The Budget also netted 
the Special Petroleum Compensation 
Charges against Petroleum Compensa- 
tion Payments. The effect of these 
differences, $484 million for Canada 
Post and $402 million for the Special 
Petroleum Compensation Charges, is 
to raise budgetary revenues and 
budgetary expenditures equally, by 
$886 million, without affecting the 
deficie. 


At? Mareh’ 315" 19822*erogs 
recorded liabilities amounted to 
$134,106 million of which $87,541 
million consisted of unmatured debt 
payable in Canadian currency. Net 
recorded assets totalled $39,437 
million and the accumulated deficit 
amounted to $94,669 million. 


soit $8,340 millions. Toutefois, les 
recettes budgétaires dépassent de $787 
millions les prévisions tandis que les 
dépenses budgétaires dépassent les 
prévisions par $1,258 millions et le défick 
budgétaire s'est accru de $471 millions. 
Cette augmentation du déficit est 

compensée par un rajustement de $480 
millions des transactions non budgétaires. 


Le déficit budgétaire de $13,406 
millions est $471 millions de plus que 
les prévisions du budget de juin 1982. 
L'augmentation du déficit est expliquée 
principalement par des imputations plus 
élevés aux dépenses budgétaires en ce 
qui concerne le service de la dette 
publique ($98 millions), les fonds de 
retraite ($190 millions), ainsi que des 
recettes budgétaires réduites ($99 millions), 
résultant des écritures postérieures 4 
la date de cl6ture de 1'exercice. 


En plus, il y a deux différences 
majeures de traitement de comptabilité 
entre le budget et les @tats financiers 
préliminaires. Le budget considére le 
ministére des Postes comme une société de 
la Couronne pour toute l'année 1981-82, 
alors que le calcul des chiffres prélimin- 
aires considére le ministére des Postes | 
comme une société de la Couronne seulement 
a partir du 16 octobre 1981, date de son 
établissement. Le budget a contrebalancé 
les recettes nettes totales de compensation 
sur le pétrole contre les paiements de | 
compensation relatifs au pétrole. Le 
résultat de ces différences, $484 millions 
pour le ministére des Poste et $402 millions 
pour les recettes de compensation relatives 
au pétrole, est d'augmenter également les 
recettes et dépenses budgétaires de $886 
millions sans affecter le déficit. 


Au 31 mars 1982, le passif brut | 
comptabilisé s'élevait a $134,106 millions, 
dont $87,541 millions constituent une dette 
non @€chue payable en devises canadiennes. 
L'actif net comptabilisé total s'élevait 
a $39,437 millions et le déficit accumulé 
a $94,669 millions. 
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- Release 


For immediate release 


Ottawa, September 24, 1982 


The Honourable Marc Lalonde, 
Minister of Finance, released 


today the regular monthly statement 


of the government's financial 
operations for June 1982 and the 
first three months of the 1982-83 
fiscal year. 


For June, budgetary revenues 
were $3,812 million, expenditures 
were $5,878 million and there was 
aedeticit yor 62,000 million. For. 
June 1981, revenues were $4,247 
million, expenditures were $5,041 
million and there was a deficit of 
$794 million. 


For the first three months 
of the 1982-83 fiscal year, 
budgetary revenues were $11,543 
million, expenditures were $16,486 
million and there was a deficit 
of $4,943 million. For the same 
period last year, revenues were 
$10,986 million, expenditures 
were $14,312 million and there was 
ardericit Of<$5,520 million. 
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Publication immédiate 


Ottawa, le 24 septembre, 1982 


L'honorable Marc Lalonde, ministre 
des Finances, a publié aujourd'hui 1'état 
mensuel régulier des opérations 
financiéres du gouvernement pour le 
mois de juin 1982 et les trois premiers 
mois de l'année financiére 1982-83. 


Les chiffres budgétaires de juin 
s'établissent ainsi: recettes $3,812 
millions, dépenses $5,878 millions, 
d'ou un déficit de $2,066 millions. 

Les chiffres de juin 1981 s'établissaient 
ainsi: recettes $4,247 millions, dépenses 
$5,041 millions, d'ou un déficit de 

$794 millions. 


Les trois premiers mois de l'année 
financiére 1982-83 ont produit des 
recettes budgétaires de $11,543 millions, 
dépenses de $16,486 millions, d'ot un 
déficit de $4,943 millions. La période 
correspondante de 1l'an dernier avait 
donné des recettes de $10,986 millions, 
des dépenses de $14,312 millions et un 
déficit de $3,326 millions. 
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For immediate release 
Ottawa, October 27, 1982. 


The Honourable Marc Lalonde, 
Minister of Finance, released 
today the regular monthly statement 
of the government's financial 
operations for July and the first 
four months of the 1982-83 
fiscal year. 


For July, budgetary revenues 
were $5,039 million, expenditures 
were $7,085 million and there was 
a deficit of $2,046 million. For 
July 1981, revenues were $4,223 
million, expenditures were $5,516 
million and there was a deficit 
of $1,293 million. 


For the first four months 
of the 1982-83 fiscal year, 
budgetary revenues were $16,582 
million, expenditures were 
$23,571 million and there was a 
deficit of $6,989 million. For 
the same period last year, 
revenues were $15,209 million, 
expenditures were $19,828 million 
and there was a deficit of $4,619 
million. 


Canada 


Ottawa, le 27 octobre, 1982. 


L'honorable Marc Lalonde, ministre 
des Finances, a publié aujourd'hui 1'état 
mensuel régulier des opérations 
financiéres du gouvernement pour le 
mois de juillet 1982 et les quatre premiers 
mois de l'année financiére 1982-83. 


Les chiffres budgétaires de juillet 
s'établissent ainsi: recettes $5,039 
millions, dépenses $7,085 millions, 
d'ot un déficit de $2,046 millions. 

Les chiffres de juillet 1981 s'établissaient 
ainsi: recettes $4,223 millions, dépenses 
$5,516 millions, d'ot un déficit de 

$1,293 millions. 


Les quatre premiers mois de l'année 
financiére 1982-83 ont produit des 
recettes budgétaires de $16,582 millions, 
dépenses de $23,571 millions, d'ot un 
déficit de $6,989 millions. La période 
correspondante de l'an dernier avait 
donné des recettes de $15,209 millions, 
des dépenses de $19,828 millions et un 
déficit de $4,619. 
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For immediate release Publication immédiate 
Ottawa, November 16, 1982. Ottawa, le 16 novembre 1982. 

The Honourable Marc Lalonde, L'honorable Marc Lalonde, ministre 
Minister of Finance, released des Finances, a publié aujourd'hui 
today the regular monthly statement 1'état mensuel régulier des opérations 
of the government's financial financiéres du gouvernement pour le 
operations for August and the first mois d'aott 1982 et les cinq premiers 
five months of the 1982-83 fiscal mois de l'année financiére 1982-83. 
year. 

For August, budgetary revenues Les chiffres budgétaires d'aott 
were $4,149 million, expenditures s'établissent ainsi: recettes $4,149 
were $5,840 million and there was a millions, dépenses $5,840 millions, 
deticitvor ~),69l) million, * For d'ot un déficit de $1,691 millions. 
August 1981, revenues were $4,235 Les chiffres d'aotit 1981 s'établissaient 
million, expenditures were $4,907 ainsi: recettes $4,235 millions, 
million and there was a deficit dépenses $4,907 millions, d'owt un 
of $672 million. déficit de $672 millions. 

For the first five months of Les cinq premiers mois de l'année 
the 1982-83 fiscal year, budgetary financiére 1982-83 ont produit des 
revenues were $20,731 million, recettes budgétaires de $20,731 
expenditures were $29,411 million millions, dépenses de $29,411 millions, 
and there was a deficit of $8,680 d'ot' un déficit de $8,680 millions. La 
million. For the same period last période correspondante de 1l'an dernier 
year, revenues were $19,444 avait donné des recettes de $19,444 
million, expenditures were $24,735 millions, des dépenses de $24,735 et 
million and there was a deficit of un deficit de $5,291 millions, 
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For immediate release Publication immédiate 

Ottawa, December 7, 1982. Ottawa, le 7 décembre 1982. 

The Honourable Marc Lalonde, L'honorable Marc Lalonde, 
Minister of Finance, released ministre des Finances, a publié 
today the regular monthly statement aujourd'hui 1'état mensuel régulier 
of the government's financial des opérations financiéres du 
operations for September and the gouvernement pour le mois de 
first six months of the 1982-83 septembre 1982 et les six premiers 
fiscal year. mois de l'année financiére 1982-83. 

For September, budgetary Les chiffres budgétaires de 
revenues were $4,077 million, septembre s'établissent ainsi: 
expenditures were $6,044 million recettes $4,077 millions, dépenses 
and there was a deficit of $1,967 $6,044 millions, d'ot un déficit 
million. For September 1981, de $1,967 millions. Les chiffres 
revenues were $5,229 million, de septembre 1981 s'établissaient 
expenditures were $5,458 million ainsi: recettes. $5,229 millions, 
and there was a deficit of $229 dépenses $5,458 millions, d'ot un 
million. déficit de $229 millions. 

For the first six months of Les six premiers mois de l'année 
the 1982-83 fiscal year, budgetary financiére 1982-83 ont produit des 
revenues were $24,808 million, recettes budgétaires de $24,808 
expenditures were $35,455 million millions, dépenses de $35,455 millions, 
and there was a deficit of $10,647 d'ot un déficit de $10,647 millions. 
million. For the same period last La période correspondante de 1l'an 
year, revenues were $24,673 million, dernier avait donné des recettes de 
expenditures were $30,193 million $24,673 millions, des dépenses de 
and there was a deficit of $5,520 $30,193 et un déficit de $5,520 
million. millions. 
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PLAN PRESENTED EQRKS AT Ie N-INDEXING OF GAINS ON SHARES 
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The Honourable Marc Lalo! de, Minister of Finance, released tonight with his 
budget speech the details of the Indexed Security Investment Plan (ISIP) -- a 
measure that will exempt from tax the inflationary portion of capital gains on 
publicly-traded common shares of Canadian companies. 


The ISIP will result in a substantial reduction in the tax on gains on qualifying 
shares. The experience of the past 20 years in the movement of stock prices 
suggests that the effective rate of tax on income from public share investments 
would have been reduced by over one-half if the plan had been in effect over 
that period. 


It is estimated that the plan, when fully matured, will result in savings to 
individual Canadians of $300 million a year in federal taxes. There will be 
additional savings in provincial taxes. 


The Minister described the ISIP as "an essential element of the government's 
recovery program." 


"The plan will encourage Canadians to invest a greater proportion of their 
Savings in listed common shares of Canadian companies. This will assist Canadian 
corporations to raise additional equity capital and reduce their reliance on debt 
financing." 


Mr. Lalonde added that the new measure is a timely response to the concern 
expressed to him by business groups about the excessive debt load on 
corporate balance sheets. 


The plan, originally suggested in the June 28, 1982 budget, was then called the 
Registered Shareholder Investment Plan. It was designed to help overcome the 
distorting impact of inflation on the tax liabilities of individuals. The plan was 
subsequently referred to an Advisory Committee of private sector representatives 
chaired by Mr. Pierre Lortie, President of the Montreal Exchange. The draft 
legislation for the implementation of the plan released by the Minister follows 
very closely the recommendations made by the committee. 


The Minister indicated that there have been extensive consultations with private 
sector representatives in the design and development of the Indexed Security 
Investment Plan. 


"The process of consultation and frank and open discussion leading up to this 
proposal has been most valuable and in my view a highly desirable model to 
follow in dealing with complex and innovative tax measures such as this one," 
he said. 
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Canadian residents and most trusts will be eligible to invest through ISIPs. 
The plans may be administered by an investment dealer, broker, bank, credit 
union, trust company, mutual fund or insurer. Trading in shares will be done 
in the normal way, with the administrator providing the investor at year-end 
with an information slip containing all the information necessary for the 
individual's tax return. 


The basic mechanics of the plan are quite straightforward. For example, 
assume that an investor buys $1,000 of securities at the beginning of a year 
and that they increase in value to $1,100 by the year-end. If the securities 
were purchased in an ISIP and inflation were 6 per cent over the year, their 
cost would be adjusted to $1,060 and the capital gains recognized for tax purposes} 
would be only $40. By contrast, if the securities were purchased outside an 
ISIP, all of the $100 increase in the nominal value of the securities would be 
recognized as a capital gain when the securities were eventually sold. Of 
course, in both cases the tax would apply to only one-half of the recognized 
capital gain. 


One of the attractive features of the ISIP is that taxpayers will be permitted to 
spread the tax on capital gains over several years. Thus, in the example 
above, the investor will be required to take into account in the first year only 
one-quarter of the real capital gain in the ISIP or $10, with only one-half of 
this amount, or $5, included that year in his income subject to tax. The $30 
balance of the capital gain will be reported for tax purposes in later years. As 
a general rule under ISIP, taxpayers will be required to report each year only 
one-quarter of the total of the capital gain from the ISIP for the current year 
plus the amount deferred from previous years. 


While the inflation adjustment in an ISIP reduces the amount of capital gain, it 
increases the amount of capital loss recognized for tax purposes. Thus in the 
example above, if the securities were worth only $900 at the end of the year, 
the capital loss would be calculated still using the adjusted cost figure of 
$1,060. The result would be a capital loss for tax purposes of $160, even 
though the loss on the nominal value of the shares is only $100. 


There will be no restriction on the amount of ISIP losses a taxpayer may deduct 
against income from other sources such as wages and salaries, dividends, and 
interest income. The ISIP losses, while deductible against non-capital income 
from any source without any limit, will be recognized for tax purposes over 
a toe the same 25-per-cent amortization rule that applies to capital gains in 
the plan. 


The Minister announced that the date for implementation of the ISIP measure 
would be October 1, 1983. The ISIP document tabled with his budget speech 
includes draft legislation and explanatory notes to help provide a better 
understanding of its details, and the Minister has invited comments on it to be 
Submitted by May 31. This will allow time for the consideration of public 
comments and representations before the final legislation is introduced. 
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Immediate release 2 a "Ottawar Februarv 15, 1984 


BUDGET ALLOWS FARMERS TAX-FREE ROLLOVER FOR CAPITAL GAINS TO 
BUILD PENSIONS 


Farmers selling their farm property will be allowed a special tax-free rollover of 
up to $120,000 in taxable capital gains invested in a registered retirement 
savings plan (RRSP), the Ronourable Mare Lalonde, Minister of Finance, an- 


nounced todav in his budget. 


This new measure is designed to help farmers better provide for their retire- 
ment. It will be particularly beneficial to those farmers who are unable to make 
retirement savings contributions during their working lives and who look to the 


proceeds from the sale of a farm property to provide a retirement income. 


‘The maximum amount of taxable capital gains that will be eligible for the 


tax-free rollover will be $10,000 for each year of full-time farming between 1972 
and 1983 inclusive, less anv contributions to an RRSP or registered pension 


plan made after 1983. 


A special provision will extend the benefit to farmers who would otherwise 


qualify but have passed the 71-year age limit for contributing to an RRSP. 


The tax-free rollover limit would applv to the RRSP contribution of the taxable 
half of the capital gains: half of capital gains are already exempt from income 


tax. 


To qualifv for the new benefit, the farm property must have been owned by the 
taxpayer or spouse on December 31, 1983. The plan covers farm land, 

buildings and equipment used for farming by the taxpayer, spouse or children, 
and includes shares in a family farm corporation or an interest in a family farm 


partnership. 
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This new tax measure will permit savings in federal income tax of an estimated 
¢70 million in a full year, with savings on provincial income tax of about half 


that amount. 


The measure will provide significant relief for farmers in the period prior to the 
full implementation of the broad pension reform measures set out in the budget 
paper "Building Better Pensions for Canadians -- Improved Tax Assistance for 
Retirement Saving". Under this broad plan, farmers (like other small business 
owners) will be able to carry forward their unused RRSP deduction entitlements 
from one year to the next. This will enable them to transfer funds from the 
sale of their farm business into retirement savings plans when they retire, 


using tax deduction entitlements built up during their working years. 


To help maintain family farms, the budget also proposes a number of changes to 
facilitate transfers of a farm from one generation to another. Under existing 


tax law, these kind of transfers are not subject to capital gains taxation. 


-- The tax-exempt treatment will be extended to the transfer of farms to 


foster children who were not formally adopted. 


-- On the death of a farm owner after 1983, the transfer of farm 
property will be allowed to be made at any amount between the 
property's cost and its fair market value. This puts family farm 
bequests and inheritances on the same basis as transfers made before 
death. 


--  Tax-free rollover treatment will be provided in the special case where 
a child who received a farm from a parent dies while the parent is 
still living. In this situation, the farm could be passed back to the 


parent without immediate tax liability. 
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Immediate release Ottawa, February 15, 1984 


BUDGET PROPOSES SALES TAX CHANGES 


The government has decided against shifting the basis of the federal sales tax 
from the manufacturers' level to the wholesale level, the Honourable 


Marc Lalonde, Minister of Finance, announced today in his budget. 


The decision follows the recommendation of the Federal Sales Tax Review 
Committee appointed a year ago to examine sales tax issues. The Committee 
concluded that a shift in the tax to the wholesale level would produce only 
marginal improvements in the system and that these would not justify the 


disruption that would be caused. 


Instead of changing the general application of tax, the government will review 
any inequities in the application of the tax on a sector by sector basis and 
make appropriate changes. One such change involves the automotive industry. 
Mr. Lalonde announced that the sales tax on motor vehicles will be shifted to 
the wholesale level from the manufacturers' level to end the unfair advantage 
imported vehicles have. Currently, North American vehicles are taxed $100 to 
$200 more than comparable vehicles produced in Japan and Europe. The change 
will bring about the uniform application of tax to all highway vehicles, 


regardless of origin. 


Mr. Lalonde also announced that the government is proceeding with the 
Committee's recommendation to enact a full and proper system of assessments 
and appeals. The Committee's recommendations to provide a refund of tax on 
sales that become bad debts, to credit interest on overdue tax refunds, and to 
correct other technical and administrative shortcomings in the Excise Tax Act 
are also being implemented. A number of the proposed changes are outlined 


below. 


ad Ottawa, Canada K1A 0G5 
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Interest Payments 


Interest will be paid on all tax refunds and overpayments which are outstanding 
more than 60 days after an application for refund has been filed with Revenue 
Canada. The current 1} per cent monthly penalty imposed for late tax 
remittance will be separated into a penalty of } per cent per month and interest 
charged at a prescribed rate. A single rate of interest will be prescribed for 


both late tax remittances and tax refunds. 
Assessments and Appeals 


A formal system of assessment and appeals will be incorporated into the Excise 
Tax Act. Once notice of assessment has been issued, taxpayers will have 180 
days to file a notice of objection. Following review of the objection, the tax- 
payer will have 90 days to initiate an appeal either to the Tariff Board or the 


Federal Court. 


At the same time, the current system of informal discussion and negotiation 
between the taxpayer and Revenue Canada will be retained as an alternate 


method of resolving problems. 


The jurisdiction of the Tariff Board, which currently extends only to questions 
of exemptions and tax rates, will be expanded to include the status of a person 
as a producer or manufacturer. If a suitable system of notional values can be 
codified, the jurisdiction will be expanded to include all aspects of assessments 


and disallowances of refund claims. 
Marginal Manufacturing 


Changes will be made to clarify the provision regarding marginal manufacturing 
which was introduced in January 1981 to cover a wide range of activities such 
as packaging and reprocessing. The budget proposes to delete the phrase 
"otherwise prepares goods for sale" from the definition of activities subject to 
tax. It will add a specific category of persons who prepare goods for sale by 


applving coatings or finishes. 


Bad Debts 


. Manufacturers will be allowed a refund of sales tax paid on credit sales that 


have been written off as bad debts. 
Other Changes 
The budget proposes: 


-- the removal of criminal penalties for non-payment of sales and excise tax 


in circumstances that do not amount to tax evasion; 


-- legislative amendments to clarifv the status of returnable containers for 


tax-exempt goods and of X-ray equipment used for non-medical purposes; 


-- an amendment to the provisions relating to time periods for filing refund 


claims; 


-- removal of the requirement that manufacturers and wholesalers show the 


sales tax separately on invoices; 


-- an amendment to the Excise Tax to accommodate "brew-pubs"; breweries 
will be allowed to operate a tavern on the same premises as their 


manufacturing operation. 
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BUDGET SHIFTS MOTOR VEHICLE TAX TO WHOLESALE LEVEL TO HELP 
CANADIAN AUTOMOTIVE INDUSTRY 


The federal sales tax on motor vehicles will be shifted from the manufacturers' 
level to the wholesale level March 1, 1984 to end the unfair advantage imported 
overseas automobiles currently have, the Honourable Mare Lalonde, Minister of 


Finance, announced today in his budget. 


The action responds to recommendations made to the federal government by the 


Task Foree on Canadian Motor Vehicle and Automotive Parts Industries. 


The change will bring about the uniform application of tax to all highway 


vehicles, regardless of origin. 


Currently, the 9 per cent federal sales tax on motor vehicles produced in 
Canada is calculated on the basis of their sale price to retailers. The 9 per 
cent tax on vehicles produced outside Canada is calculated on the basis of their 


duty-paid value. 


These different tax bases have resulted in North American vehicles being taxed 


$100 to $200 more than comparable vehicles produced in Japan and Europe. 
The proposed change will not affect the sales tax on Canadian-made vehicles. 
It will lead to a reduction in tax on vehicles made in the United States and an 


increase in tax on Japanese and European vehicles. 


The change will support growth and employment in the Canadian auto industry, 


Mr. Lalonde said. 
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BUDGET CREATES AID-TRADE FUND 


The government will establish an Aid-Trade Fund to support an expanded role 
for the private sector in Canada's international development assistance efforts, 
the Honourable Marc Lalonde, Minister of Finance, announced today in his 


budget. 


The Minister said that hv 1990, as much as $1.3 billion could be allocated to the 
fund to provide financing for projects which have high priority in recipient 
countries' development plans, for which Canadian firms are competitive, and for 


which development assistance financing is required. 


Mr. Lalonde said the new fund would be an important means of achieving the 
government's objective to increase its assistance to developing countries from 

0.5 per cent of GNP by the middle of the 1980s to 0.7 per cent by the end of 

the decade. As much as one-half of Canada's increased expenditures on development 


assistance would be allocated to the fund. 


The establishment of the Aid-Trade Fund, Mr. Lalonde said, underlines the 
government's hope that the Canadian private sector will play a more active role 
in the developing countries. It also takes account of the balance of payments 
problems which are impeding the development efforts of these countries and 
thus their capacity to import. "To respond to these needs, for our own benefit 
as well as theirs, we will require closer coordination of our development 


assistance and our export financing policies", the Minister said. 


Mr. Lalonde said that the government will develop guidelines for the use of the 


Aid-Trade Fund in consultation with the business community. 
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BUDGET EXTENDS SUSPENSION OF INCREMENTAL OIL REVENUE TAX 


The government will postpone reintroducing the Incremental Oil Revenue Tax 
(IORT) for another year until June 1, 1985 to help the petroleum industry, th 


Honourable Mare Lalonde, Minister of Finance, announced today in his budget. 


In announcing the continued suspension, Mr. Lalonde cited the need to assist 
Canadian companies that are typically among the most aggressive in searching 


for new supplies of oil and gas. 


The continued suspension will provide $195 million of federal tax saving for thi 


petroleum industry. 


The IORT generally applies to oil Known to exist prior to 1981, and is payable 
at a rate of 50 per cent on. revenues from oil prices exceeding those scheduled 
under the National Energy Program after allowing a deduction for government 


levies. 


The one year suspension complements other recent tax announcements in the 

energy sector including the reduction in the Natural Gas and Gas Liquids Tax 
rate to zero, and the two-year postponement of the new Canadian exploration 
expense definition, which benefits gas producers and sponsors of enhanced oil 


recoverv projects. 
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I am very pleased to be here with the members and guests of the Profit Sharing 
Council of Canada. Your group has made a major contribution to the Employee 
Profit Participation Plan which was presented in the budget last month. I look 
forward to introducing legislation into Parliament with the benefit of your 
further suggestions and those of many others who have taken a strong interest 


in this measure. 


I want to view the profit participation plan as part of a broad approach to my 
topic tonight. Although my subject is "Increasing Productivity", it might 
equally be, "Increasing the Standard of Living"... "Increasing Employment"... 


"Increasing Exports"... or, for that matter, "Increasing Profits". 


Improved productivity, in short, is part and parcel of virtually every essential 
aspect of economic success. Like you, I believe that profit sharing has helped 
improve productivity in many Canadian companies. I believe it can do much 
more in the years ahead. This will especially be the case if gain sharing 
programs in general are more widely implemented as broadly-based employee 
plans rather than primarily as executive compensation mechanisms. That is 
what we hope to encourage by allocating the larger share of tax benefits to 


employees in our profit participation plan. 


Since nothing is more fundamental to profit sharing than profits, let's begin 
right there. We can start by accepting the fact that the best incentive for 
profit sharing would be a belief that profits will grow steadily in the years 
ahead. The stronger the confidence in a sustainable economic recovery and 


expansion, the more people are likely to be interested in profit sharing. 


One of the most positive features of the economic recovery to date is the strong 
increase in profits. Profits were 55 per cent higher in the fourth quarter of 
last year than they were a year earlier. Despite this progress, profits remain 


below the peak reached in 1980. 
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As finance minister, I have tried to promote a better understanding of the 
important role of profits in a dynamic economy. It is no coincidence that 
strong profit levels and strong employment growth are closely linked. I have 
warned against the tendency of some to misinterpret the fact that profits appear 
to grow out of all proportion to employment and employment earnings during 
economic expansion. Of course, the recent dramatic percentage increases in 
profits merely offset the fact that profits fell even more rapidly during the 


recession. 


The volatility of profits is one reason why profit sharing should be promoted as 
an additional incentive for workers, not as a substitute for wages. That is not 
to say that workers' basic incomes can be immune to the impact of economic 
weakness -- reality tells us that no economy can long survive on that principle. 
But those kinds of adjustments cannot be made through profit sharing plans. 
They will always be determined by the basic wage-setting process. In that 
regard, we can all be encouraged by the way in which the collective bargaining 
process has accommodated economic reality during the past two years with the 


leadership and assistance of the 6&5 Program. 


Because profit sharing can help improve productivity, it has the potential to 
increase the resilience of companies during recessions and to enhance their 
success in periods of expansion, thus allowing for better basic incomes and 


more rewarding sharing of profits. 


The stronger the economy, the greater the scope for higher profits. Canadians 
can take great encouragement from the fact that the economy continues to 
expand at a steady, sustainable pace in 1984 after the excellent gains of last 


year. 


I said a few moments ago that my remarks could just as easily be entitled 
"Increasing Exports" as "Increasing Productivity". Exports, like productivity 


improvements, are one of the keys to good economic performance in Canada. 
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We in Canada depend on exports for about 30 cents of every dollar of income. 
To succeed, Canada must be competitive with the best from around the world, 
not just in price but in the quality of our products and our ability to deliver 


on schedule. Of course, productivity is central to those challenges. 


While the challenge is great, the news about Canada's export performance since 
the recovery is extremely positive. Over the past year Canada posted the 
largest export growth of any industrial country. We chalked up a trade 
surplus of more than $18 billion last year, close to an all-time record. Figures 
released just last week show that Canada's exports at $8.9 billion and its trade 


surplus at almost $2.1 billion hit an all-time high in January of this year. 


In support of our strong export performance are some encouraging changes in 
Canada's competitive position. Most importantly, we recorded a significant 
improvement in productivity, up by a full 2.5 per cent in 1983 -- the best gain 
Since 1976. Since this increase follows several years of poor productivity 
performance, it is vital that we continue to improve our performance in the 


years ahead. 


The cost of labour measured against the volume of production fell to a rate of 
increase of only 0.4 per cent in the fourth quarter of last year over the last 
quarter of 1982. By comparison, these same unit labour costs were up 2.9 per 
cent in the United States over the same period. Since the U.S. is our single 
largest customer, the relative improvement in our performance is very good 
news indeed. In just one year, Canada's rate of increase for unit labour costs 
went from 3.5 percentage points higher to 2.1 percentage points lower than that 
in the U.S. Here again, Canada must continue to do well in order to make up 


for a relatively poor performance in recent years. 


The latest available figures show that Canada's rate of inflation, as measured 
by the GNP deflator, reached 3.8 per cent in the fourth quarter of 1983, 
compared with 4.2 in the United States. That is the first time since the fourth 


quarter of 1979 that our rate has fallen below that of the United States. 
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To make our way successfully in the kind of tough economic world in which we 
live, we Canadians must continue to build competitive strength through better 
productivity and cost performance. We have the momentum going right now. 


It's there for all of us to back it up and build on. 


I mentioned that my speech could also be titled, "Increasing Employment". 

Since the recovery began, 424,000 jobs have been created in Canada, including 
54,000 last month. Improved productivity is essential to the continued growth 

of employment for Canadians. If we can't compete in the domestic and world 
market, we won't achieve the kind of economic growth needed to support existing 


jobs and create new jobs. 


To stay competitive, Canadian companies and their employees will have to redouble 
their efforts to produce the kind of goods and services that can hold their own 
in the domestic market and in other markets. The rewards will be great for 
those who succeed, and that success will depend a great deal on building a 


positive, productive environment in the workplace. 


It is clear that gain sharing is just one of many approaches to the challenge of 
building this better environment. Nevertheless, I attach a special priority to 
vehicles such as profit-sharing plans which can increase the average Canadian's 
understanding of, and sense of participation in, the creation of economic benefits. 


I have talked a great deal about the need for that kind of involvement to be 
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expressed through a great national partnership of labour, business and government. 


To be truly national, and truly effective, that partnership should be just as 


strongly in evidence on the shop floor. 


This issue can be seen as one of investment -- just how much we as a nation 
are willing to invest in our own economic future. I am speaking of investment 
in the broad sense -- because we must invest not only money but our very best 


efforts in order to succeed. 


Canadians have a reputation of being cautious about taking a direct stake in 
the success or failure of economic enterprises with a significant measure of 


risk. Without the slightest partisan purpose, I would say that Canadians tend 
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to invest conservatively while a more liberal approach is needed. I have noted 
on other occasions that this reputation is improving, but obviously we still have 
a long way to go. Recently, the president of the Toronto Stock Exchange, 

J. Pearce Bunting, commented on a survey showing that Canadians invest in 
publicly listed stocks at only half the rate that Americans do. One of the 
reasons often given by those surveyed was the feeling that they lacked the 
knowledge to invest successfully. And that is a symptom of a society and an 


economy failing to make the most of both human and financial resources. 


I believe that people with a more direct, personal understanding of their stake 
in the success of their company through profit sharing will also be better 
prepared to participate as investors in the growth of the economy as a whole. 
We've been called a nation of savers. Let's take the next step and become a 


nation of investors. 


Some might argue that since the savings of individuals are ultimately invested 
on their behalf by financial institutions, it doesn't really matter if we have a 
shortage of individual investors. I have never subscribed to that view. As 
Mr. Bunting pointed out: "Individual investors are not as likely to operate on 
a herd instinct as institutional investors." Individual investors, he suggested, 
are more likely to supply new capital to small business and to developing local 


enterprises where much of the new growth is to be found in our economy. 


We in Canada have much to gain by assisting the vital small business sector to 
expand. Small business has been leading the way in the creation of jobs and in 
the development and application of flexible and innovative new approaches to 
fast-changing economic opportunities. The dynamism of the small business 


sector must be nurtured. 


I am pleased to see that our gain sharing measures have been recognized and 
welcomed as particularly useful to the small business sector. In addition, my 
budget introduced major proposals to reduce small business tax legislation by 
two thirds. Fundamental pension reforms will enable Canadians who start new 
small businesses and expand existing ones to share fully in tax assistance for 


pensions on the same basis as large corporations. 
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One way or another, Canadians are going to have a direct and personal stake 
in the success or failure of Canadian business and the Canadian economy in the 
years ahead. Gain sharing is founded on the principle that a greater measure 
of involvement and co-operation can help achieve the success that all of us 


desire. 


The future standard of living in Canada depends in a broad way on our economic 
success and in a very specific way on our success in improving productivity. 

We are talking not just about the economic welfare of those Canadians who, for 
example, join profit sharing plans or invest in equities, but about all | 


Canadians, in and out of the labour force. 


It is precisely because so much is at stake that I feel some impatience with 


those who take a narrow, inflexible or outdated view of the relationship among 


the major partners in the Canadian economy, and particularly between labour 


and business. 
| 
There has been some concern expressed, for example, about the labour-management 
committees required under the terms of the Employee Profit Participation Plan. 
As you know, the plan has not been designed to be a strait jacket -- in fact, 
considerable flexibility is permitted. But certain basic conditions must be met, 


and the gain sharing committees are one of these. 


On the one hand, some in the labour movement are concerned that the collective 
bargaining process will somehow be undermined by these committees. On the 
contrary, Our proposal is intended to be compatible with the collective bargain- 
ing process. The terms of reference of committees provide for appropriate 
labour representation and are very specific to the operations of profit sharing 
plans. This approach also emphasizes the principle that profit sharing is best 
Supported as a separate incentive rather than as a substitute for wages or, 
indeed, as a substitute for any other benefits negotiated through collective 
bargaining. 


On the other hand, I am aware of opposition among some employers to the 
establishment of gain sharing committees and specifically to the requirement for 


joint verification of profits as defined for purposes of the plan. 
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In the first place, I would point out that the plan provides considerable 
flexibility for the means of verifying profits. For example, this might be done 
by deciding upon mutually acceptable auditors. This is up to the gain sharing 
committee to decide. There would be no full-scale financial disclosure forced on 


anyone. 


What should be emphasized, however, is the absolutely vital need for workers 
to have full confidence, full trust, in the operation of the formula under which 


profits and profit shares are calculated. 


It escapes me how a successful profit sharing plan could be operated on any 
other basis than full labour-management co-operation and willing disclosure of 
the relevant profit information. It especially escapes me how we could ever 
hope to encourage more responsiveness to economic reality in this country if not 
on the basis of good information that documents that reality. Surely a company 
that hopes to build and maintain real success will make a practice of keeping its 


employees in the financial picture whether there is a profit sharing plan or not. 


I have often heard business people complain that profits are not well understood 
by the general public. I can't imagine a better place to start than by explaining 


them to the workers. 


Canada has had one of the worst records for strikes and lockouts in the industrial 
world -- for example, a record twice as bad as that of the United States and 

10 times worse than Japan's during the past decade. I believe that gain sharing 
has the potential to help reduce the strains that contribute to labour-management 
discord. The mutual knowledge and understanding that employers and 

employees can develop through gain sharing will help make each side less likely 

to consider that shutting down a company is a useful tactic in collective 


bargaining. 


Those employers who consistently sell short the capacity of workers to share 
fully and with loyalty in the challenge of building a business are almost certain 
to see their negative views confirmed. But those who give that capacity its full 
opportunity to grow and contribute to the success of both workers and companies 


will be rewarded accordingly. 
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It is not so much a question of opening the books to workers as opening doors 


to a new era of economic co-operation in Canada. 


As minister of finance, I have placed a great deal of emphasis on the partnership 
approach to Canada's economic challenges. This has found expression in the 
new Canadian Labour Market and Productivity Centre which will combine the 


efforts of labour, business and government in areas vital to economic progress. 


Partnership is of course the very essence of the Employee Profit Participation 


Plan in my budget. 


The partnership approach is fundamental to the expanded and continuing 
consultations that I have undertaken as Minister of Finance, before and after 


federal budgets are designed and introduced. 


We are now in the midst of a very active period of consultations designed to 
bring budget measures to the legislative stage as quickly as possible. We want 
to ensure that the Employee Profit Participation Plan is an effective, realistic 
vehicle which both workers and managers can use to build economic strength in 
the years ahead. Your continuing help in this regard is essential. You can 
help ensure that our plan is well-designed, and you can continue to promote 


profit-sharing generally across Canada. 


In so doing, the Profit Sharing Council of Canada is in the forefront of the 
kind of constructive change that can help keep Canadian business productive 
and competitive. Your activities underline the point that while government can 
help provide an environment for economic success, it is ultimately up to all 
Canadians -- workers and managers, labour and business -- to get the job done 
and keep on doing it. It has never been more evident that our success depends 
on working together for shared interests in a responsible and enlightened 


manner. 


I am greatly encouraged by the prospects for strong and sustained economic 
growth in this country in the years ahead. Canada has an enviable combination 
of material and human resources on which to build its economic future. I 
believe the greatest human resource of all would be a constantly growing ability 
to work together in partnership for a better Canada. 
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I welcome the opportunity to address the Chambre de commerce de l'Outaouais. 
I always feel a sense of pride to be, at one and the same time, in my home 
province of Quebec and in the National Capital Region. You have a unique 
vantage point on the interesting times in which Quebecers and all Canadians are 


living. 


As I considered possible subjects for my remarks on this occasion, I found 
myself drawn to the importance of maintaining a sound perspective on economic 
matters. I know that I don't have to remind business people of the need in 
this regard. As someone once remarked about the risks of business life, those 
who lose their perspective stand a good chance of losing their shirts. Of 
course, this applies in cases where the prospects for success are seriously 


over-estimated and the risks ignored. 


Throughout the recession and well into the recovery, Canadians were in little 
‘danger of ignoring risks or over-estimating their economic prospects. Indeed, 
the challenge was to maintain © realistic outlook that gave sufficient weight to 
Canada's enduring economic achievements and the bright prospects for continued 


long-term progress. 


As those of you in the retail business are well aware, there is a large 
psychological component in economic life. If consumers aren't in a mood to 
buy, for example, it is very difficult to make a sale. In that regard, I am 
encouraged by the recent news that retail sales in January were up almost 

11 per cent in Canada and more than 14 per cent in this province over a year 
earlier. That's a good sign that consumers are maintaining a positive 


perspective and the economy is continuing on a sound course of steady growth. 


By the end of last year, Canada had recovered virtually the entire loss in 
output from the recession and inflation had fallen to the lowest level in a decade. 


We are now well positioned for sustained economic expansion. 


At the same time we are entering a new political era -- an era signalled by 
Prime Minister Trudeau's decision to retire. This announcement was the occasion 
for a great deal of reflection in the media on Mr. Trudeau's time in office. I 
read it all with great interest and, at times, considerable sadness at the casual 
manner in which the economic performance of those years has been dismissed by 
some commentators. Tonight I want to provide some perspective on those years 


as well as look ahead at Canada's economic prospects. 


This should be both a time for reflection and a forward-looking time for Canadians, 
a time for personal and collective renewal -- a time when Canadians should be 
filled with a sense of optimism, excitement and confidence in the future. But 

we cannot ignore the remnants of the doubt that was so widespread just one 

year ago. We cannot leave unchallenged those who dismiss Canada's economic 


future as easily as they downgrade the past. 


On the eve of a new beginning, we must not allow fear and cynicism to rob us 
of opportunity, to frustrate the promise for the future which the present holds. 
We will not move ahead if we suspend confidence in the nation and a belief in 
ourselves. Accordingly, I want to take this opportunity to dispel the fears and 


to respond to those who deal in doubt as their stock and trade. 


Much of this doubt is unmistakably the legacy of the recent past. The year 
1982 was traumatic for industrialized and developing nations alike. It was a 
year of falling output and rising unemployment. In both human and economic 
terms, the costs of recession were undeniably severe. But, it was also a year 
of major progress in the form of a sharp break in inflationary momentum -- a 


change in direction not only for the rate of inflation but for the entire economy. 


Since the mid 1970s inflation had been the principal impediment to sustained 
growth throughout the world. Economic policies became increasingly constrained 
by the need to reverse the self-feeding pressures reflected in the unceasing 

rise in prices and costs. As these pressures gathered momentum, their resistance 
to responsible monetary discipline could only serve as a brake on real economic 
growth. 
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In 1982 the momentum of inflation was finally reversed. Inflationary expectations 
subsided and, as a result, wage and price increases continued to moderate 
throughout 1983 -- to rates one-half the level of the year before. As inflation 
eased, labour and management increasingly recognized that, for each of them, 


the positive course of future prosperity lies in efficiency gains. 


I am particularly encouraged by the sharp upturn in productivity growth which 
has contributed significantly to the rapid pace of recovery to date. Holding 
inflation down will require continued vigilance. Pulling productivity up will 

take continued determination by all of us to make the most of Canada's human, 
material and financial resources. I am confident that as a nation we now have 

the will to hold and multiply these hard-won gains. This challenge has been 
faced on several fronts in my budgets of April 1983 and last month, with measures 
to stimulate investment in more efficient production facilities, to enhance labour 
management co-operation through a national productivity centre and through 
innovative new incentives to encourage gain-sharing between employees and 


employers. 


I recognize the concern raised by the recent edging up of interest rates in 
response to pressures originating in the United States. I have emphasized that 
there is currently no reason to regard this change as a trend for the coming 
months. Likewise, it is by no means automatic that a slight rise in interest 
rates will result in lower economic growth. That depends on a great many 
factors besides interest rates. I continue to take a positive view of Canada's 


interest rate and economic prospects. 


Most Canadians share my positive views, but there are those who continue to 
sow the seeds of doubt. Two years ago, they did not believe that "6 & 5" 
could be achieved. It was. A year ago they did not believe that a vigorous 
recovery would take hold. It did. Through dark glasses they continually 


challenge the capacity of Canadians to move ahead. 


These purveyors of doubt quickly concluded that over the past 15 years, the 
Trudeau years, the Canadian economy has been, at best, marking time and, at 


worst, a failure. 
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In this assessment, what performance indicators do they point to? What standards 
of comparison do they employ? Only those that tend to confirm their own 
preconceptions. With blinkers on, they ignore the record and the world economic 


context in which that record was achieved. 


When I think back over the period since 1968, a different picture emerges. 
There is no doubt that it was a very turbulent time for the world economy. It 
was a period during which the very foundations of our economic and social 
systems were put to the most severe test at any time since before the Second 
World War. It was a period during which challenges had to be confronted head 
on, major adjustments made, and disappointments overcome. It was a difficult 
period for the economies of all industrialized nations, but I believe the record 


shows that the Canadian economy more than held its own. 
Let me provide you with a few facts: 


Since 1968 growth in the Canadian economy has averaged 3.3 per cent per 

year -- a rate of growth higher than in the United States, Germany, Italy, and 
the United Kingdom and equivalent to that of France. Among the Summit 
countries, only Japan recorded a higher rate of growth. The average for these 
six larger OECD countries, taken together, was just under 3 per cent. The 
annual difference might appear to be small. But in the same way that interest 
compounds, the size of the Canadian economy increased by 64 per cent since 
1968 -- or by almost 10 per cent more than the average for the other six most 


powerful western nations. 


Today there are 3 million more Canadians employed than in 1968. And how does 
this increase measure up against the performance of our major trading partners? 
There are now 40 per cent more Canadians working than in 1968. The comparable 
figure for the other six Summit countries is less than 13 per cent. In other 


words, job creation in Canada has proceeded more than three times as fast. 


It's time that we all recognized the truly remarkable performance of the Canadian 
economy in absorbing an increase in new workers, particularly women, far 
greater than almost anyone anticipated. In 1968, there were 2.5 million women 
employed and 37 per cent of working-age women were in the labour force. In 
1983, 4.5 million women were employed and 52.5 per cent of working-age women 


were in the labour force. 
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Unemployment, nevertheless, also increased. With a labour force growing faster 
than in virtually every country in the OECD, there were 3.7 times as many 
Canadians unemployed in 1982 as in 1968. For the six largest OECD countries, 
by contrast, the labour force grew at less than half the Canadian rate; yet for 
this group of nations as well, unemployment in 1982 rose to a level 3.5 times as 
high as in 1968. 


But there was one very notable difference. While only 5 per cent of those 
unemployed in Canada during the 1981-82 recession were out of work for more 
than a year, that proportion was: 8 per cent in the U.S.; 21 per cent in 


Germany; 33 per cent in the U.K.; and 40 per cent in France. 


Once again, international experience puts Canada's performance in a different 


light. 


As I said earlier, inflation was the major obs*acle to growth throughout much of 
this period. Prior to the first oil shock in 1973, inflation in Canada was some- 
what lower than the average for the Summit nations. Over the difficult period 

which followed, domestic inflation rose to an annual average of 9.4 per cent -- 

a rate of increase only slightly above the 9.1 per cent average for the major 


OECD countries taken as a whole. 


Over the entire period we devoted a larger share of our Gross National Product 
to business investment than the other Summit countries taken as a group. Yet, 
as in the case of each of those countries, productivity growth in Canada fell 
sharply after 1973, but the decline was in line with average fall-off in 


productivity growth for the major OECD countries. 


If these last comparisons of international statistics capture the disappointments 
of a decade for world economic performance, they also carry a more positive 
message for ourselves. In a strained international environment, Canada has 
certainly held its own. Indeed, we have fared better than most. And this 
strengthens my belief that Canadians have the capacity to meet the challenges 


ahead. 


There is a mistaken view that living standards have fallen over the past 15 years. 
Nothing could be further from the truth. In the past 15 years real personal 


disposable income per capita -- one of the most widely used measures of the 


standard of living -- increased by about 60 per cent in Canada. This is well 
above the increase of about 35 per cent in the United States over the same 
period, and well above the 44 per cent improvement recorded in Canada during 


the 15 years ending in 1968. 


Canadians in every region shared in these real income gains. In fact, next to 
Albertans, residents of the poorer provinces saw their incomes grow at the 


highest rates. 


In total, the growth in real incomes since 1968 has financed a 74 per cent 
increase -- above and beyond inflation -- in consumer spending as well as the 


construction of more than 3 million new homes. 


We have come to expect continual improvements in real incomes. But I believe 
Canadians have also begun to appreciate the need to improve the basic economic 
performance on which these gains must be based if they are to endure. Therein 


lies the great challenge of the coming years. 


Of course, there are other dimensions of personal well-being. Our standard of 
living extends beyond real disposable income to include tangible benefits for 
which our tax dollars pay. In this broader respect too, Canadians have, 
through admittedly difficult and uncertain times, fared well -- especially in 


comparison to their counterparts in other countries. 


For example, Canada's unemployment insurance system provided much broader 
coverage than the U.S. system during the recession. During 1982, more than 
80 per cent of unemployment was covered by UIC benefits in Canada, compared 


with less than 35 per cent in the United States. 


Consider also the increasing number of Americans who discovered in 1982 that 
recession was indeed a double-edged sword: the loss of a job also meant that 
health care protection simply evaporated into thin air. Even before the onset 
of recession there were more than 22 million Americans without any health 
insurance coverage and many more millions covered by plans fraught with 


exclusions and limits. 


In Canada by contrast, the sick did not suffer twice through the recession 
because they could not afford necessary medical treatment. Nor were Canadians 


reduced to poverty by debts resulting from expensive medical care. 


The Canada Health Act now before Parliament will further strengthen the 
guarantee to all Canadians of universal access to high quality health care 


services on uniform terms and conditions. 


The well-being of individual Canadians has been further strengthened by our 
sustained commitment to education and training over the past 15 years. Throughout 
the last decade there has been a growing appreciation that continued prosperity 

in the decades ahead could be assured only to a skilled and flexible labour 

force able to adapt to the shifting patterns of technological change. We have 

taken strides to provide this assurance as well. According to the most recent 

data available, in 1979 Canada allocated a larger proportion of Gross National 
Product to education than any other Summit country -- and, I would add, with 


major support from the federal government. 


It is in no small measure through programs like Medicare, transfers for 
post-secondary education -- and through social expenditure for unemployment 
insurance, the Canada Assistance Program, old age security, the guaranteed 
income supplement, as well as the Canada and Quebec Pension Plans -- that all 
Canadians have been enabled to share meaningfully in the rise in the overall 
standard of living. For example, through the retirement income programs the 
average benefits to those over 65 have risen dramatically in the 15 years from 


1968. 


This has contributed to a significant reduction in the proportion of those 65 
and over falling below the poverty line as defined by Statistics Canada. For 
example, 41 per cent of all families headed by a person 65 or older fell below 
the poverty line in 1969, the first year such figures were available. By 1982, 
less than 12 per cent of all such families were below the poverty line -- and 
the line had been revised upward in real terms in the interim. In the same 
period, the proportion of total families in Canada falling below the poverty line 
also dropped from almost 21 per cent to below 14 per cent, a further indication 


of progress in creating and sharing economic benefits during this period. 


- 8 - 


It should be self-evident that a comprehensive and generous social support 
system makes major demands on government spending -- and these costs tend to 
rise rapidly during recessions at the same time as government revenues are 
under the greatest pressure. It should be equally self-evident that we must 
deal in a firm and responsible way to reduce the resulting deficits. We are 
doing just that through the sustained course of fiscal responsibility set out in 
the budget of last April and reaffirmed in the budget of last month. It is a 
course entirely consistent with the maintenance and careful improvement of the 
social programs which have done so much to support a rising standard of life 


for all Canadians. 


Against the kinds of genuine improvements in Canadian living standards I have 
been talking about, some would point excessively to the recent statistics on 
unemployment, and on these facts alone base a judgment of policy failure. Yes, 
a rise in unemployment rates has been a part of our reality. But it has been 
the reality for developing and industrialized nations alike. The improvements in 
Canadian living standards were realized in a world that was both turbulent and 
strained -- a world prone to inflation, a world in which cyclical downturns were 
frequent and severe. It was in this world that Canada competed, and I would 
Suggest that it should be against this world that Canada's performance be 


assessed. 


Without the obstacle of inflation, I firmly believe that growth over the next 
decade will be more vibrant and more stable than was the case in the recent 
past. As set out in my budget, for Canada this should mean greater scope for 


both productivity and employment growth. 


Statistics aside, let's consider more tangible evidence of what I have been 


talking about. For example: 


7 the northeast coal development in British Columbia and the 
$625 million coal and grain terminals at Ridley Island will facilitate the 


shipment of those products to expanding Pacific Rim markets; 


= the Crow reform will mean billions in capital investments by the 


railways between now and 1991; 
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the Cold Lake and Wolf Lake oil sands projects and the Norman Wells 
oil project will begin producing in 1985; 


the $600 million co-op heavy oil upgrader in Saskatchewan will be 


substantially completed in 1986; 


the $870 million Nanticoke steel plant on the shores of Lake Erie was 
not only the largest single project ever undertaken by the steel 
industry in Canada, but one of the most technologically advanced and 


energy-efficient facilities in the world; 


the recent announcement of the establishment of a helicopter industry 
in central Canada will mean investments of nearly a billion dollars and 
$12.2 billion dollars in high technology sales -- the bulk of these 


export sales -- projected over the next 20 years; 


a $2.6 billion frigate acquisition program for the navy will produce 
many millions more in spin-off benefits, including the establishment of 


technologically-advanced new industrial capacity. 


a strong, export-oriented Canadian satellite industry has emerged 
with unequalled technological capabilities in communications, remote 
sensing and robotics in harsh environments -- of which the Canadarm 


is the best-known example. 


with planned investment offshore Nova Scotia alone already in the 
billions of dollars, a dramatic increase in East Coast hydrocarbon 
exploration and development activity is now under way. A small 
illustration of the local significance of this is found in the fact 

that in Halifax, almost overnight more than 1,400 Nova Scotians are 
now employed in the offshore oil and gas industry, almost overnight 


more than 30 supply and service companies have set up shop. 


Northern oil exploration and development also continue at a strong 
pace, bringing the number of wells drilled in 1983 in the north to a 
total of 70. 
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This brief list is a thumb-nail sketch of an economy that is strengthening its 
position in the industries and markets of the future. It is also an illustration 

of the federal government's commitment to a stronger and more competitive 
economy: Each of the developments I mentioned have benefited from the provisions 
of the tax system or through direct federal support. In particular, the 

$4.8 billion Special Recovery Program established in the April 1983 budget is 
providing $2.4 billion in improved investment incentives and an equal amount 


for direct investment in public facilities vital to future economic growth. 


One final word about statistics. 


Yes, the unemployment rate is high. But we are creating jobs at a strong rate 


and we can continue to do so. 


How well we succeed will be strongly influenced by our response to a basic 
challenge we face. And that challenge brings me back to the question of 
perspective. Are we going to look to the future with doubt or with confidence? 
Are we going to narrowly extrapolate the worst difficulties of the last decade or 


are we going to see our past achievements as they really were? 


In moving forward to a new era, I believe it is important to build on the 
accomplishments of the past and to benefit from the lessons of the past. To do 
that, it is important to set straight the record of the past, and to close the 
books on the kind of distorted, backward-looking pessimism that I have challenged 
here today. 


To a large extent our future depends on whether we believe in ourselves as 
individuals and as a nation, and on how we translate that belief into action. 
On both accounts I am confident that Canada is well launched on a new era of 


fulfilling economic progress. 
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BRITISH COLUMBIA TO RECEIVE $174 MILLION PAYMENT FROM 
GOVERNMENT OF CANADA 


The Honourable Mare Lalonde, Minister of Finance, today announced that the 
British Columbia government will receive a $174 million federal payment under 
the revenue stabilization program to compensate for a decline in provincial 


revenues in 1982-83. 


Mr. Lalonde said the payment will be in addition to the Government of Canada's 
substantial cash and tax transfers to British Columbia, totalling more than 

$2.2 billion in the current year. "Federal government transfers represent more 
than one-quarter of the total spending of the B.C. government," the Minister 


added. 


"In view of these substantial transfers, which have increased notably over time, 
I find it remarkable that the recent B.C. budget should claim that the federal 
government is underfunding provincial health care programs. In 1984-85, 
federal cash and tax transfers for B.C. health care will increase by more than 

9 per cent to almost $1.2 billion, while spending on health bv the British 
Columbia government is budgeted to rise only about 2 per cent. Federal support 
for post-secondary education will increase by 6 per cent to nearly $500 million, 
while the B.C. government has scheduled cuts in its grants to post-secondary 


institutions." 
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This is the first time that a payment has been made to any province under the 
fiscal stabilization program since it began in 1967. Mr. Lalonde said the fact 
that B.C. is the first to receive a payment under the program underlines the 


importance of federal support to that province. 


An initial instalment of $80 million is being made now, and the balance of the 


$174 million will be paid next year when additional tax data become available. 


Stabilization, which is part of the federal-provincial fiscal arrangements, is 
intended to provide federal support to any province which experiences an 
overall decrease, year-over-year, in its own revenues. The revenues covered 
include the major taxes levied by provinces plus any equalization payments for 


which a province qualifies. 


For further information, contact: 


D.H...Clark 
Federal Provincial Relations Division 
(613) 992-5826 
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I want to thank you for your kind invitation to come to McGill today. I always 
welcome the opportunity to speak with students because it is a valuable learning 
experience for me. Your questions and comments tell me a great deal about the 
issues that are of concern to you. And it is inspiring for me to be in touch 


with those who have a keen desire to learn. 


Many of you are in the home stretch of your formal education and are preparing 
to enter the work force. Some of you may be fortunate enough to have a job 
already waiting for you when you graduate. But for many of you, the search 
for work lies ahead and you are concerned about whether you can find a job -- 
a job that will give you a solid footing in the work world, that will provide the 
experience that you can build a career on, that will be rewarding and satisfying, 
and not least of all, that will pay the bills. 


You are not alone in this respect. In the economic environment of the 1980s 
finding work often means considerable searching. In February, 20.3 per cent 
‘of Canadian young people aged 15-19 in the labour force were looking for work. 


Among young adults aged 20-24, 17.4 per cent were hunting for a job. 


Seeing that Canadian young people have the opportunity to work is a concern I 
feel deeply and personally. We who are parents of children active in the labour 
market know their hopes and aspirations, hopes and aspirations that are shared 
by many young Canadians. As Minister of Finance I have no greater priority 
than creating the opportunities for Canada's youth to work and to realize their 
potential and the potential of this country. The strength and vitality of our 


nation's future depend on them. 


If we are to deal successfully with unemployment among our young, then we 
must correctly define it and understand it. I believe that if we examine the 
situation as it really is, then we shall find there is a continuing basis for our 


young people to be optimistic about their job prospects. 
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As you are well aware, the impact of the baby boom generation on the job market 
has resulted in too many people chasing after too few jobs. This situation has 
been complicated by major changes in Canada's occupational requirements brought 
on by the rapid evolution of technology and new production techniques. The 
skills our young people possess do not always match the skills required for the 


new jobs. 


The recent recession has been a major factor leading to high unemployment in 
recent years. Between 1981 and 1983, unemployment rates rose among all 
groups -- men, women, and young people. The recession was world-wide in 
origin and consequence. No country was insulated from its effects. Therefore, 
to put things in perspective, we must look at Canada's economic performance, 


including youth employment, in relation to other industrialized countries. 


A recent report on employment issued by the Organization for Economic 
Co-operation and Development shows that when compared to the performance of 
other industrialized countries in dealing with youth unemployment, Canada has 
been faring as well as many. Our youth unemployment rates are not much 
different than the OECD average and at the height of the recession in 1982 we 


were below the rates in such countries as France and the United Kingdom. 


But I want to draw your attention to one important difference. The OECD study 
shows that a very small part of the youth labour force in Canada remains 
unemployed for any great length of time. Canada does far better than most 
countries on this score. In 1982, for example, one in four of our young people 
who were seeking work were unemployed for less than a month; more than two 
in four were unemployed for less than three months; more than three in four 
for less than six months. Indeed, only 4 per cent of unemployed young people 
remained unemployed for a full year. By contrast, 40 per cent of Belgium's 
jobless youth remained unemployed for an entire year; 30 per cent in France; 
24 per cent in the Netherlands; 20 per cent in Britain; 10 per cent in Germany 
and over 5 per cent in the United States. These figures clearly illustrate that 
Canada's labour market absorbs the young better than most European countries. 
It's tough being unemployed at any time; but if you are, it is reassuring to 


know that a job might be weeks or months away rather than years. 
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Make no mistake, I am not saying that finding a job will be easy. I can tell 
you it will require determination, perseverance and flexibility. But in Canada, 
the odds are very good that young people who look seriously for a job will have 


one before very long. 


Clearly, youth unemployment is a problem neither governments nor the private 
sector can minimize or ignore. To do so would risk damage to the nation's social 
fabric. But there is another danger -- that those who inadequately understand 
and misinterpret the problem will propose the wrong solutions and by doing so 


cause irreparable harm to the morale of our young people. 


There has been a tendency among some people in speaking about youth unemployment 
to refer to the spectre of a "lost generation". They constantly refer to the 
youth unemployment crisis as if all or the majority of young persons were 


unable to obtain jobs. 


The fact is -- and I say this emphatically -- that the vast majority of Canada's 
young people are finding jobs and are employed. More than four in five young 
Canadians between the ages of 15 and 24 who want to work, have a job. And 
you university students will be in the best position of all Canada's young people 
when it comes time to look for work. In 1983, the rate of unemployment for 
young people with a university degree was less than half the rate for those 


with no post-secondary education. 


Let us recognize, therefore, that youth unemployment does not mean that all 
our nation's young are doomed to permanent unemployment. The problem is 
concentrated, by and large, among those young people with the lowest levels of 
education who lack skills and training. For these particular young people, 
there are indeed long periods without work. The concentration of 
unemployment among our less educated youth means that lack of employment is a 


serious social problem, but not one shared by all young people. 


What is the government doing for those chronically unemployed young people 
who lack job skills? Of greatest importance, they will share in the benefits of 
the new National Training Act which provides over a billion dollars to give more 


than 275,000 Canadians, almost half of whom are young people, an opportunity 


to acquire the skills that will be needed in the 1980s and 1990s. Through the 
program, young Canadians can train to become systems analysts, electronic 
technicians, marine engineers, draftspersons, tool and die makers, machinists, 


and other occupations which are in constant demand on the labour market. 


The importance of experience in getting a job is no less true for being a virtual 
cliché. Getting a job in order to get experience is, however, one of the 
dilemmas young people face. Much more can be done, I believe, in bridging 
the gap between educational training and the securing of a job. It is clear that 
our educational institutions should be working in much closer co-operation with 
the business and industrial sectors in order to facilitate the bridging process 


for students. 


One of the primary tasks of an educational institution is to prepare its students 
for the life before them. This means arming them with the Knowledge and skills 
they will require to integrate successfully into working society. I do not 
believe that our institutions of higher learning are fulfilling this responsibility 
as well as they might. A fully committed effort by our universities to meet the 
needs of today's students demands that they work more closely with the private 
sector, for example, in choosing and financing research priorities. Surely the 
time for academic isolation is past. I believe Canadian universities would do 
well to forge stronger links with the private sector as part of a strategy of 
building a wider base of public support. Toward that goal, the Government of 
Canada supports the development of closer collaboration between universities 
and industries through a great many programs with a strong focus on science 


and technology. 


I also call on the private sector to become much more involved with our 
educational and vocational institutions, particularly in assisting in the develop- 
ment of curricula that will train and prepare students for the kind of jobs that 
will be available when they graduate. I believe the business sector has a respon- 
sibility to give Canada's young a chance to gain work experience. Sure, it may 
mean taking a risk. But that's what business is all about and that's what social 


conscience is all about. 
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The federal government is taking the lead in implementing responsible measures 

to confront the persistent high level of youth unemployment. We have devoted 

special attention and considerable resources to federal programs to provide jobs 

and increase the employment prospects of young people. The Youth Opportunity 
Fund which I bolstered in my February budget directs $1.3 billion dollars in 

1984-85 to job creation, training programs, counselling and job placement services. 
The main virtue of the fund is that it will provide immediate jobs, encouragement 

and assistance to our unemployed youth. For many young people who are discouraged 
about their job prospects, it will give them a new lease on life now -- a chance 

to develop skills, to get valuable job experience, and to exercise their 


initiative. 


We have also taken steps to ensure that the voice of youth is heard by the 
Government of Canada. I refer, in particular, to the newly created Ministry of 
State for Youth. 


The ledger clearly indicates that we are spending more on job creation now than 
at any time in our history. While the job creation projects we are funding are 
important to alleviate immediate unemployment and to respond to immediate needs, 
they serve a short term need. Their greatest virtue, the quick provision of 
jobs, is also their greatest limitation -- they cannot guarantee permanent, 


satisfying jobs. 


It would be no benefit to the country nor to the country's youth to be permanently 
relegated to a "make work" generation in which many are employed in jobs well 
below their skills, abilities and educational qualifications. I want our young 

people to have challenging, lasting, meaningful jobs that spring from a growing 
economy that needs their energy, skills and fresh perspective. And I believe 

that is what young Canadians want. Short-term employment, while meeting an 


immediate need, is no substitute for a permanent job. 


I said earlier we are directing more funding to job creation than at any time in 
our nation's history. Let me make it clear that if I thought that spending more 
would be the remedy and solution to youth unemployment, I would not hesitate 
to loosen the purse strings. But spending more is not necessarily spending 
more wisely. I am convinced we cannot spend our way back to full employment 


any more than we can simply wish our way to prosperity. 
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The most effective way of producing permanent jobs and making inroads into 
unemployment among our young people is to sustain economic growth and 
expansion. Broadly speaking, as the economy improves, everyone benefits, and 
it is a buoyant, vigorous economy that will generate the permanent, meaningful 
jobs we need. Over the past two years the government has acted to move the 
recovery to sustained growth and expansion and the evidence that we are on 


track is reassuring. 


In 1983, Canada's growth was second only to the United States among the seven 
major industrialized nations. After moving at a sprint through the first three 
quarters of the year, our rate of growth assumed a more sustainable pace towards 
the close of 1983. Final figures for the year show that the average growth in 
the economy was a respectable 3 per cent. Growth is continuing at a steady 


pace. 


Paralleling this economic growth has been exceptionally strong job creation: 
424,000 new jobs have been created in Canada since the recession ended. The 
latest evidence verifies that employment growth is continuing: In February, 
94,000 new jobs, 16,000 of them in Quebec. 


Our job creation programs have obviously had a hand in these achievements. 
But what kind of job creation programs alone would have been as successful in 


creating so many jobs? 


What is most encouraging in the latest figures is the broad base of Canada's 
employment growth. The new jobs were created in most industries and provinces 
and were filled by Canadians in all age groups. Youth employment increased a 
full 1.0 per cent in February, and I am optimistic that this heralds a period of 


renewed encouragement for those young people who are seeking work. 


I realize that many people may react suspiciously to my claims of strong job 
creation performance and ask how is it that unemployment is not moving down 
more quickly. The paradox of a strong job creation record and a slowly falling 
jobless rate has its explanation in the rapidly increasing number of Canadians 
entering the labour force and looking for work. Because economic growth in 


Canada has been strong in the past year, job prospects have been improving, 


and a growing number of Canadians have begun looking for a job. If our 
labour force were not growing so rapidly, our unemployment rate would be 
falling more sharply. As it is, however, while Canada is among the world's 
leaders in creating new jobs, no other country has experienced such strong and 
continuing increases in its labour force. In 1983, for example, the rate of 
increase in the number of people seeking work was considerably more rapid 
than in the United States. Despite this, Canada's unemployment rate has 


dropped to 11.3 per cent from 12.8 at the end of the recession. 


Looking ahead I believe we can be firmly confident that the economy will 
continue to grow surely and steadily, creating new jobs in the process and 
gradually cutting down the unemployment rate. My own forecast for 1984 is 
that economic growth will be a robust 4.9 per cent. This is a realistic 
projection, one that is widely shared by independent forecasters. For example, 
the OECD economic outlook for 1984 projected growth in Canada's gross national 
product at 5 per cent, on a par with that of the United States as best among 
the major industrial nations. A survey of more than 20 leading forecasters by 


the Toronto Star predicted an average growth rate of 4.6 per cent. 


Most recently, a Conference Board survey of 16 Canadian forecasters reinforced 
the earlier optimistic outlook for Canada's economic growth. The Conference 
Board asserts that strong consumer spending, a turnaround in business 
investment and healthy exports should produce sustained economic growth in 


Canada this year and in 1985. 


In my February budget I indicated that in 1984, Canada will move, in terms of 
economic growth and employment, from the period of recovery to a period of 
expansion. Having recovered lost growth and jobs, Canadians will begin to 
make significant new gains. Continued strong employment growth will increase 
the total personal income of Canadians. Consumer spending will increase, an 
improved housing market will continue, business investment will rise, and 
together with government capital expenditures, including the Special Recovery 
Capital projects, these will all help to build an environment in which jobs will 
be created, many of them for young Canadians. In the five-year period 
between 1984 and 1988, I expect 1.6 million jobs will be created by our 


expanding economy. 
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I recognize the concern raised by the recent edging up of interest rates in 
response to pressures originating in the United States. I have emphasized that 
there is currently no reason to regard this change as a trend for the coming 
months. Likewise, it is by no means automatic that a slight rise in interest 
rates will result in lower economic growth. That depends on a great many 
factors besides interest rates. I continue to take a positive view of Canada's 


interest rate and economic prospects. 


The federal government is determined that Quebec's economic recovery should 
move strongly forward with the recovery in the rest of the Canadian economy. 
We have implemented a number of measures, both short-term and structural, to 
strengthen and diversify Quebec's economic base. The priorities we have set 
range across a number of key areas, from human resource development to 


research, development and innovation. 


In this latter regard, you will be interested to know that the sod was turned 
last month on one of the Special Recovery Capital Projects right here in 
Montreal. Construction has begun on a new Biotechnology Research Institute 
on Royalmount Avenue. The importance of biotechnology in the coming decades 
is far-reaching and the project is a good example of the forward-looking nature 
of the Special Recovery Projects. They are not just "make-work" schemes. 
They are integral to our efforts to develop a stronger economic future for 


Quebec and Canada. 


I would like to think that this stronger economic future is one that all young 
Quebecers will share in fully. If Quebec is to realize its enormous potential, 
then we will need all young Quebecers to participate fully in the economic life 
of the province. I am pleased to see we have progressed a long way in that 
direction in recent years. A good indication of this comes from a recent 
Economic Council of Canada study of 1981 Census data which shows that 
traditional wage differences between French-speaking and English-speaking 
Canadians have virtually disappeared. In fact on average, francophones had an 
edge in hourly wages of about 2 per cent in 1980. Only ten years earlier, in 
1970, francophones were earning on average 11 per cent less than anglophones. 
This is encouraging evidence that francophones have attained the same economic 


advantages and opportunities as their anglophone compatriots. This 
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development reflects, among other things, the benefits of an educational system 
that prepares young people for a full role in the new kind of economy now 


emerging in Quebec and all across Canada. 


If stronger economic prospects are allowed to materialize here in Quebec, the 
exodus of young Quebecers in search of adequate employment that has marked 
recent years will, I hope, come to an end. In 1981-82, Quebec suffered a net 
loss of more than 6,000 of her young people between the ages of 18 and 24. In 
1982-83, the loss was above 5,400. Many among this brain drain have been the 
most eager and dynamic of Quebec's sons and daughters. The erosion of the 
economic base in this province has left them inadequate room to exercise their 
talents. The strength of any community -- its language and its culture -- is 
dependent upon a strong economic base. A dynamic culture can't renew itself 


without dynamic young people remaining in the province to work. 


At the outset, I said there is a continuing basis for young people in Canada to 
be optimistic about their prospects. I say this for a number of reasons. After 
crossing and recrossing this country, many times, I can't believe a nation as 
varied, as beautiful, as rich in resources and potential as ours has anything 
less than a great destiny in store. After passing through the worst recession 
since the 1930s, Canada has again moved into gear and is driving ahead. We 
have seen difficult times; challenging times there will always be. But some of 
the greatest Canadian enterprises began with young people who made plans in 


the midst of difficult times and in the face of great challenges. 


You young people have come through adverse times and have still retained your 
vitality and enthusiasm. From here on things will be looking up. In my 
budget I projected that almost 1.6 million jobs will be created over the next five 
years. These jobs promise a new generation of opportunities for Canada's 
youth. It is up to you to seize those opportunities, to make the most of them, 


and to lay a strong foundation for those that follow you. 
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I welcome this opportunity to speak with you this evening. I want to say 
something about the progress the economy is making. In particular, I want to 
comment on the concern expressed in some quarters about recent developments 


in the exchange rate and interest rates. 


The economy is a serious topic, not one that usually generates much humour, 
and so let me at least begin with a brief story in a lighter vein. It involves a 
"Peanuts" cartoon in which Lucy is trying to explain the meaning of life to 


Charlie Brown. 


She says: "Charlie, on the great oceans are large ships that carry many 
passengers. On each ship there is a sundeck, and on that sundeck the 
passengers arrange their deck chairs. Some place them facing forwards so that 
they can see where they are going. Some place them facing backwards so they 
can see where they have been. Now, Charlie, on the great ship of life, which 


way will you face your deck chair, forwards or backwards?" 
To which poor old Charlie Brown replies, "I can't even get mine unfolded." 


One heritage of a painful recession is that today some Canadians still have 
trouble unfolding their perspectives, allowing themselves to get tangled up in 
day-to-day doubts and difficulties. Even when they do manage to unfold their 


perspectives, we find some of them looking backwards. 


During the dark days of the recession, one could well understand a gloomy 
prediction or two. After all, all the wrong things like inflation and interest 
rates were going up and all the things that we wanted to see up -- such as 
housing starts, employment, profits and investor confidence -- were going 
down. It required an effort to be optimistic. The challenge was somehow to 
rise above the daily problems of the recession and nurture greater confidence, 
based upon our faith in Canada's vast potential and our individual 


resourcefulness. 


Times have now improved, and in many respects dramatically. Since November 
1982, sixteen months ago, Canada has emerged from recession, recovered the 
ground lost and is now moving steadily toward economic expansion. Yet some 
people have not adjusted their perspective to our improving economic outlook. 
There are those who persist in looking exclusively through the rear view 


mirror. 


As cash managers, you know the importance of a balanced perspective in 
handling the funds under your stewardship. A forward-looking but realistic 
perspective allows you to judge with more confidence the risks involved in your 


investments as well as the potential for their success. 


You also know that confidence itself is a decisive factor in our economy. 
Indeed confidence can be just as self-fulfilling as negativism. We can "psyche" 
ourselves into good performance with a small measure of positive thinking just 


as we can "psyche" ourselves into real difficulty if we succumb to pessimism. 


I take issue, therefore, with those who choose to disregard the many 
encouraging signs on our road to economic expansion and, for whatever reason, 
embrace the role of doubting Thomases. No one would deny that there are still 
parts of the economy which have to be strengthened, but more Canadians 
should eschew that peculiarly Canadian pastime of self-doubt and take the time 
to count up the things that we are doing right. If we do, we shall find a sure 
foundation for continuing optimism about our economic prospects. Allow me to 


mention a few of these positive developments. 


There is no more accurate gauge of consumer confidence than whether the 
consumer puts his money where his confidence is. Today there continues to be 
encouraging evidence that Canadians are converting their growing confidence 
into spending money. Nationally, retail sales in January were up by more than 
3 per cent on a seasonally adjusted basis from December. Total retail sales in 
January were almost 11 per cent higher than a year earlier. Over the past 12 
months the consumer's willingness to spend has increased steadily, in line with 


the economy's stable course of economic expansion. 
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The fact that strong sales of automobiles led this latest growth in retail trade 
says that Canadians are confident enough about their economic prospects to 
make major purchases that they would not have made during the recession or 
the early stages of the recovery. And this growing confidence is not just a 
matter of spending accumulated savings. Buyers now appear willing to take out 
loans to purchase a car, something they were reluctant to do not many months 
ago. The surge in consumer lending recorded by the banks recently can be 


accounted for in part by the flood of shiny new cars on our highways. 


Employment growth since the recovery began has been exceptionally strong: 
424,000 new jobs have been created since the recession ended. The latest 
evidence verifies that employment growth is continuing: in February, 54,000 


new jobs were created. 


What is most encouraging in the latest figures is the broad base of our 
employment growth. The new jobs were created in most industries and in most 


provinces and were filled by Canadians of all age groups. 


The fact that unemployment levels are coming down only slowly should not obscure 
the outstanding progress our economy has made in creating jobs. The paradox 

of a slowly falling jobless rate and a strong job creation record is explained by 
the growing number of Canadians entering the labour force. All of you are aware 
of the extraordinary impact the baby boom is now having on the size of Canada's 
work force. And because economic growth and job prospects have been improving, 
the number of Canadians who have begun looking for a job has also grown. If 
our labour force were not growing so rapidly, our unemployment rate would, of 


course, fall more sharply. 


The remarkable performance of the Canadian economy in absorbing the increase 
in new workers is especially visible in the growing number of women who have 
embarked on careers. In 1968, 2.5 million women were employed and about 
one-third of working-age women were in the labour force. In 1983, 4.5 million 
women were employed and more than one-half of working-age women were in the 


labour force. 


oe 


Last week Statistics Canada announced that Canada's gross domestic production 
in January posted its eleventh consecutive monthly gain. In doing so, it 
surpassed the pre-recession peak in 1981, signalling that the recovery in 
production from the recession is now complete. Here too the gains were 
broadly based across almost all sectors of the economy. I am well aware that 
these data are at the vanguard of our return to economic strength, and are not 
matched across the board by all the economic indicators. However, we can be 
encouraged that they represent another steady step forward in the economy's 


resurgence. 


Exports are one of the keys to good economic performance. The news about 
Canada's export performance since the recovery is of unparalleled achievement. 
Over the past year Canada posted the largest export growth of any industrial 
country. We chalked up a trade surplus of more than $18 billion last year, close 
to an all-time record. Figures released last month show that Canada's exports 
at $8.9 billion and its trade surplus at almost $2.1 billion hit an all-time high in 


January. 


I could easily continue by focusing on the strong progress Canada has also 
made in such areas as corporate profits, inflation control, balance of payments, 
housing starts and so on. This kind of box score is encouraging, especially 
when contrasted against the malaise of the recession not very long ago. There 
are exceptions, to be sure, to the overall trend. But the direction of the 


trend is more important than the exceptions. 


Nevertheless, there are those who persist in drawing attention to exceptions 
and fanning fears. Take, for example, the recent interest in the exchange rate 
of the Canadian for the U.S. dollar. I said at the outset that it is important 
that we maintain a balanced perspective in looking at our economic prospects. I 
decry any tendency to seize on any exception to our generally strong progress, 
dwell on it, and blow it out of proportion, as if we were teetering on the brink 


of disaster. 


Let me illustrate my concern with a short anecdote. The story is told of the 
economist who was asked to address a group concerning the recovery. He 


nailed up a large piece of white paper on the wall and then made a black spot 
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in the middle of it. He asked a man in the front row what he saw. His prompt 
reply was, of course, "a black spot". In fact, everyone in the audience gave 


the same reply. 


But the speaker pointed out that while there was indeed a little black spot, no 
one had bothered to mention the big sheet of white paper. Therein lies the 
message. The exchange rate may preoccupv our attention, as it should at this 
time, but it is part of a total picture that we should not lose sight of. 
Moderate fluctuations in the exchange rate should not dominate the much larger 
economic picture which is generally bright. There's a lot of "white space" if 


we care to look. Again it is a matter of balanced perspective. 


Since March 1 the Canadian dollar has been depreciating against the U.S. dollar 
in an environment of fairly volatile international currency developments. To 
understand clearly recent events in the exchange markets, we must look at 


them in the broad context of our recovery and the international situation. 


The value of the Canadian dollar on the world exchange market is determined 
by both domestic and international factors. As members of a global economy, 
we live in economic interdependence with other trading countries. The 
Canadian economy is especially sensitive to economic shifts and tremors in the 
United States. Indeed the recent depreciation in the Canadian dollar against 
the American dollar is the result of pressures originating south of the border. 
U.S. interest rates have risen in the past few weeks in the wake of a faster 
than expected U.S. recovery in the first quarter of this year coupled with a 
record U.S. deficit as the American government borrows heavily on the U.S. 
money markets. U.S. monetarv authorities have recognized that their 
structural deficit, together with their trade deficit, has backed the American 
economy into a corner. Indeed Paul Volker, Chairman of the U.S. Federal 
Reserve System, has publicly warned that the American twin deficits "pose a 
Clear and present danger to the sustainability of growth and the stability of 
markets, domestic and international." With fears that U.S. monetary officials 
might opt for tighter restraint and intensified uncertainty about early prospects 
for deficit reduction in the United States, we have seen U.S. interest rates 
increase. As a result, Canadian interest rates have edged up a bit and the 


Canadian dollar has slipped a bit. 
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But that is not an indictment of our dollar. If we consider all the world's 
currencies, including the U.S. dollar, the Canadian dollar has been remarkably 
stable. For example, in 1983 the Deutschmark, the French franc, and the 
British pound all fell substantially more against the U.S. dollar than did the 


Canadian dollar. 


It should be clear that the decline in the Canadian dollar is not due to any 
weakness in the competitive position of our economy. Quite the contrary. The 
fundamental domestic factors which underpin the dollar have been and continue 
to be strong. Our competitive position has been improving steadily. Wage 
settlements and inflation have declined dramatically. Productivity has grown 
strongly. Our trade balance has remained strong. Our unit labour costs have 
moderated considerably compared to those in the U.S. Our surplus on 
merchandise trade has risen to a record level while the U.S. recorded a trade 
balance deficit. All these are positive developments which have sustained confi- 
dence in our dollar during the first year of our recovery. And there is every 


reason to think this confidence will continue. 


Of course our objective has been to ensure a sustained recovery while at the 
same time continuing our success in combatting inflation. To achieve this 
objective, our preferable course would be a stable dollar and stable, if not 
lower, interest rates. However, the upward movement in U.S. interest rates 
has posed some difficult economic choices for Canada. In navigating tricky 


waters, we must chart our course carefully. 


As we chart our course, there are those who so misread our current situation, 
offering misguided prescriptions for improving it, that they would run us all 
aground. They believe that while interest rates are rising in the 

United States, we should somehow be able to raise the value of the Canadian 
dollar while at the same time lowering Canadian interest rates. This is plainly 
Garden of Eden economics, if not cloud cuckooland. It discloses a naive 
understanding of a complex situation. It fails to appreciate the economic 
realities that we, as a trading nation, must come to grips with in the face of a 


volatile international situation. 
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What are these realities? On the one hand, we know that sharp downward 
movements in the exchange rate can be inflationary and that these inflationary 


impulses must be resisted. 


On the other hand, sharp increases in interest rates, while neutralizing 
downward pressure on the exchange rate, would stunt our prospects for 


economic growth. 


Accordingly, as Mr. Lalonde and I have repeatedly made clear in the House of 
Commons, we do not wish to see sharp downward movements in the Canadian 
dollar which could have inflationary consequences, and which in that event 
would ultimately produce higher interest rates as well. At the same time, 
neither would we wish to see a sharp rise in interest rates, particularly at this 


stage of our recovery. 


The question is, therefore, what tack are we pursuing in response to the 
recent exchange rate and interest rate pressure? I would emphasize first that 
our course is indeed a response rather than a remedy. The exchange rate and 
interest rate problem we now face was not home-grown. There are no 
exclusively home-grown cures. What we can do, however, is minimize any 
ill-effects by following a prudent middle course between sharply rising interest 
rates and a falling dollar. That is precisely what we are doirig, by maintaining 
a policy of moderating movements, both in the exchange rate and in interest 


rates. 


This is the most responsible and effective course we can adopt. It is the 
course that will see our recovery into sustained growth. And it is the course 
that will ensure we keep a tight grip on hard-won gains in reducing inflation 


over the past two years. 


Being fully aware of the pressures on interest rates emanating from the United 
States, we are keeping a watchful eye on developments there. But I want to 
allay whatever "Angst" has resulted from the almost predictable overreaction to 
these developments. There is presently no reason to interpret the interest rate 


shift as establishing a trend that will accelerate in the period ahead. Similarly, 
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we should not assume that a small rise in interest rates will necessarily retard 
our economic growth. Economic growth is the result of many factors. As we 


have seen, we are in good shape in this regard. 


No one can deny the geographic and economic fact of life that our economic 
fortunes are, to a considerable extent, tied to those of our larger neighbours 
to the south. Nevertheless, we possess the capacity to strengthen our own 
position and the value of our dollar so as to resist some of the vicissitudes of 
the international environment. The key to doing this is by making sure we 
have a healthy, vigorous economy, an economy that can produce quality goods 
that are in demand internationally. In a nutshell, we must be more competitive. 
We must excel among the trading nations of the world by applying ourselves to 
the pursuit of all that will make us, and keep us, world class. To be 
successful, we must become more productive. On this count, we are making 
progress and are keeping pace with our trading partners. In 1983, moderating 
costs and stronger productivity enabled us to improve our position in world 
markets. Our exports grew by more than 5 per cent last year. Just this week 
we learned that productivity in the manufacturing sector reached a 13-year high 


last year. 


But we've onlv made a beginning. Much much more will be required of us if we 
are to meet the challenge of an increasing number of world competitors who will 


soon possess the technology and know-how to make inroads into our markets. 


The challenge of improving our productivity will require the kind of 
forward-looking perspective I spoke of earlier. Indeed the government has 
already taken some imaginative and innovative steps to foster a more productive 


economy. Let me cite just a few of these: 


= In creating the Canadian Labour Market and Productivity Centre, we are 
marshalling the minds of labour, business and government to explore 
jointly areas vital to our economic progress, many of which will make 


Canada more productive. 
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- Our proposal for an Employee Profit Participation Plan set out in the 
February budget recognizes the close link between productivity and 
cooperative "teamwork" in any successful business operation. This 
proposal to encourage gain sharing plans in the private sector should 
spark a greater cooperative effort by employees and employers to improve 


productivity on a foundation of mutual self-interest. 


- The extensive simplification of small business tax legislation initiated in the 
last budget will allow many small businesses to operate with a minimum of 
administrative burden and red tape. The measures will free valuable 
resources of individual time and energy for more productive tasks in 


running a business. 


Finally, I want to mention the consultative approach I consider fundamental to 
making the Canadian economy productive. Since I entered politics, and as 
Minister of State for Finance, I have stressed at every opportunity that the 
future health and vitality of our economy depends on the willingness of 
business, labour, and government to consult together and to act as partners in 
meeting the challenges of the future. The basic challenge of becoming more 
competitive internationally cannot be met by the major players in our economy 
acting independently of one another or at cross-purposes. The challenges are 
too great for that. To meet them will require mutual understanding, common 
resolve and united effort. This, I suggest, is the most pressing challenge to 


our economic prospects. 


I am encouraged by the greater willingness to consult that Canada's economic 
plavers have begun to show. For example, the expanded and continuing 
2onsultations before and after federal budgets have been a step in the right 
direction. Now as Canada unfolds her perspectives, let us continue to set our 
sights clearly in that right direction. If we do, I am convinced that nothing 


2an prevent us from realizing a strong and dynamic economic future. 


oi \earatae age 
Aa? Dhe@ 


ve) ay, Sites | 
viet . RiahiRreert aeucth: att sdeabeocieitia'l 

te ae & choos aerate: aft emai shinee. 
; eo ee ee a | 
© GNA Nevatinam "tno a i 

A in) (t value Baa ied ey <a tied Oates w)ithe t 
le eh nesalter cetieiers.) ¢93 weowlignt)! one Gueeidiitents 
rein ele tis ir neh oneNIRese! Meats qutnmeetatie 

160 OO Mitta nied lle ene al Retmgal, bop huatpbees 

Vb eteah *1itfett—; » @ 7) veiean Am pel auiibeiiel. naa 

OOF ull Vent of may earl! chopanenaiatae ni a) 


7A, J oo : \ De fray hy 


eee 


oe Ge 

ep hia het area au) (gad) ~~ CITE eed) himinm-er i alli, of 
) @aeaar.pertigw —re » Gn PAV. Vnpaee ti Oniyay 

; we ett qin wresic.w eevee inv tie 18a, Gees) s enywni Tapia hs? 


7 a 
| Velmeetgaiiiive 1.) od shomsl  (iegphbr ws “3 sel iv al dahds _— 
ns PTAA Us fe vf ego. |S wy Meer Teva, Bie (Twotel | 
OM Sringeri | ' iS fs 2 wieivt if? la eegaetiads 


tipPreerade a : : 7 Le? Se eh cB Whig Wiqualierrggy 
win gn ANe aE  netoe pert, Og te ee an bontlianbam 


oP chen. CO gietsy Mederitenivprtelite Gabbe iw Tine teks’ } 
ss ay _ _ 


a 
a 


i” Gyinlipals qipeety: f@um. iti al .featyis | .<’il etohie Dating boa 
a | » i 1M@) 4: sD ; be % LPAI SQEOTG 
i Mae a4 AG DOF wceVo’ tT Hae I hag? 


(gt awigam © Ghats aiied’ WiTMY > FO | CED EB Mae cr Fh Sy abate: 

Vi Lire dppuceedagt ie iaietagt cece ws MQGARS Jo wide at mired oved 

Ti Oee alt (Ge @ RAOd O¥eA etry bad larebuat sefie had! enoled ene 

° , Vitae WMedeoag ts (pip attra Oi6 On) vee Toad ecrvny iret hilar pyar an, eet 
gel-atag tisk! «ben entail, 


 raiey 


i >  fegtere’? ve 


Lo 
i 


Governmer 


Publicatior 


Department of Finance Ministere des Finances 
Canada Canada 


Release Communiqué 


Immediate Release ¥ a BON Ottawa, April 11, 1984 
| 84-49 

CHANGES ARE PROPOSED IN FINANCIAL STANDARDS REGULATIONS 

FOR TRUST AND LOAN COMPANIES 


The Honourable Roy MacLaren, Minister of State for Finance, announced today 
the government's intention to adopt amendments soon to the Financial Standards 


Regulations made under the Trust Companies Act and the Loan Companies Act. 


The present regulations establish four tests that must be satisfied by a trust or 
loan company seeking the Minister's approval to borrow funds through deposits, 
guaranteed investment certificates, debentures or other instruments that in 
aggregate exceed 20 times the company's capital and surplus. The four tests 
relate to quality of assets, earnings, cash flow and liquidity. The amendments 


will change the tests relating to quality of assets and cash flow. 


The existing test for quality of assets requires that a company have at least 
two-thirds of its assets invested in readily marketable debt instruments 
(primarily government bonds, bank certificates and short term promissory notes 
of corporations with specified earnings records), residential mortgages, and 


insured mortgages on commercial property. 


Traditionally, trust and loan companies have invested heavily in residential 
mortgages and have had little difficulty in meeting the quality asset test. 
However, due to increased competition in the mortgage market from the banks 
and credit unions, the proportion of trust and loan company assets invested in 
residential mortgages, while still important, has declined significantly in recent 


years. 
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Leaders of the trust and loan industry have expressed concern that, as their | 
companies turn to investments other than residential mortgages, it is becoming 
more difficult for them to meet the quality asset test. Mr. MacLaren said that, 

in response to this concern, the list of quality assets will be expanded to 

include commercial property mortgages which, while not insured, meet specified 


standards intended to ensure that they are of high quality. 


The changes in the cash flow test will recognize the major shortening during 
recent years in the average term to maturity of the assets and liabilities of 
trust and loan companies. The average period for which depositors are willing 
to commit their funds to trust and loan companies has shortened. As a 
consequence, the companies have been forced to shorten the term of their 
assets. The proposed amendments will bring the cash flow test more into line 


with the realities of today's market. 


Mr. MacLaren emphasized that the objective of the amendments is to reflect the 
changing nature of the trust and loan business while, at the same time, 
maintaining strong financial standards to protect the interests of the saving and 
investing public in cases where companies seek to operate at a borrowing ratio 


in excess of 20 times their capital and surplus. 


For further information, contact: 


R.M. Hammond 
Superintendent of Insurance 
(613) 996-8603 
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LIMIT ON SCOPE OF FOREIGN BANK SUBSIDIARIES TO BE INCREASED 


The Honourable Marc Lalonde, Minister of Finance, announced today the 
introduction of amendments to the Bank Act to increase the ceiling on the 


assets of foreign bank subsidiaries in Canada. 


The Minister said that the Bank Act provision restricting foreign banks to a 
combined total of 8 per cent of the domestic assets of the Canadian banking 


system would be raised to 16 per cent by the proposed legislation. 


Mr, Lalonde added: "I have assessed that restriction from the standpoint of 
the need to ensure the benefits of a healthy competitive atmosphere in the 

banking industry. Canada's banks have a strong branch banking structure, 
and Canadians have every reason to expect to benefit from a greater level of 


competition from foreign banks." 


He noted that foreign banks were first permitted to incorporate subsidiaries in 
Canada under the 1980 revisions to the Bank Act, subject to the 8-per-cent 

restriction. The House of Commons Finance Committee reported last year that 
foreign banks had contributed to the development of more competitive banking 


practices and recommended that the asset restriction be removed. 


Mr. Lalonde said that complete removal of the ceiling raises important questions 
of principle which should be considered in the context of a thorough review of 
the whole area of legislation governing financial institutions. "Raising the 

ceiling to 16 per cent will provide increased opportunities for foreign banks to 


expand and continue serving Canadian borrowers." 
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Canada 613 992-1573 


The Minister expressed his hope that the Bank Act amendment will receive 
speedy passage. He noted that the present situation prevents the entry to 
Canada of additional foreign banks and prevents the growth of the 58 existing 


foreign banks. 


For further information, contact: 


Allan Popoff 
Capital Markets Division 
(613)992-4661 
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As you know, a new political era is soon to begin in Canada with the retirement 
of Prime Minister Trudeau and the selection of a new Liberal Party leader and 


Prime Minister, followed in due course by a general election. 


The turn of a political era is always a good time for reflection and for renewing 
one's sense of direction for the future. This applies equally to economic as 


well as broadly political concerns. 


Looking back, Canadians can consider a 15-year record of real growth greater 
than that in all OECD countries except Japan. At the same time, Canada can 
look forward to a future of real growth opportunities unequalled by those in 


most other industrial nations. 


Nevertheless, it would be a misreading of the situation in Canada to say that a 
new economic era is about to begin. In fact, the new era is already under 


way, and it is moving forward with encouraging vigor. 


I am referring not only to Canada's economic recovery but to a fundamental 
recognition in all sectors that the country must adapt to, and become more 
competitive in, the kind of tough, fast-changing world economy in which we 


‘now live. 


This means greater emphasis on becoming more productive, more innovative, 
more flexible in responding to new opportunities. It means keeping our costs 
under firm control and developing better relations between labour and 
management. It means a continuing need, and greater opportunities, for new 
investment by Canadians and foreign investors. It means concerted long-term 
emphasis on reducing the public sector's need for borrowed capital and 
increasing the scope for expansion of the private sector where most new jobs 


will be created in the years ahead. 


At the same time, it means greater attention to the vital and mutually rewarding 
economic relationship between Canada and the United States. And it means 
continuing efforts by each country, individually and in concert with the 
international community, to improve the international economic climate within 


which our economic progress must be achieved. 


Today I want to outline the progress we are making and must continue to make 
in the key areas that I have noted. After that I will be pleased to respond to 


questions. 


Canada's economic recovery continues to exhibit the strength that has made the 
North American recovery a world leader since the recession. From the fourth 
quarter of 1982 to the fourth quarter of 1983, real GNP rose 6.6 per cent in 
Canada in comparison to 6.2 per cent in the U.S. It has been assumed that 
the firm but more moderate pace of growth of the fourth quarter will continue 
in Canada, unlike the situation in the U.S. where a burst of growth has been 
indicated. Yet, our early figures for 1984 show impressive strength in a 
number of areas, including retail sales, manufacturers' orders, merchandise 


trade and, in aggregate, gross domestic product. 


Recent indications of a firming pace of recovery in the rest of the industrial 
world are a source of welcome encouragement. For example, the U.S. 
Conference Board reports leading economic indexes with annual growth rates at 
13 per cent in France, 11 per cent in Japan, and 9 per cent in West Germany, 
similar to the 12 and 10 per cent readings for the U.S. and Canada 


respectively. 


With more than 30 million unemployed in the industrial nations, job creation 
continues to be a worldwide priority of some urgency. Canada is fully in accord 
with the need to build lasting solutions to the job challenge through encouragemer 
of private sector expansion and the building of basic economic strength. As a 
nation that relies on exports for almost 30 cents of every dollar of income and a 
significant proportion of its jobs, Canada shares fully in the commitment to inter- 


iiational action to solve economic problems. 
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Canada's job creation pace has been similar to that in the U.S., but our labour 
force has grown more rapidly. The result is a continuing rate of unemployment 

in excess of 11 per cent. Youth unemployment is a particular concern in Canada, 
as I know it is in the United States as well. We are projecting gradual but 

steady reduction in unemployment rates for all age groups as well as a continuation 


of fairly rapid labour force growth in the years ahead. 


Despite strong evidence of continuing growth, there has been an attempt by 

some to paint Canada's economic growth rate as faltering in comparison to that 

in the U.S. In fact, the recent edging upward of interest rates in both Canada 
and the United States reflects the concern that economic growth now exceeds a 
sustainable pace in the U.S. This fear is of course closely related to concerns 
about the U.S. government deficit and to the risk that overly rapid growth would 


create both rising inflation and rising interest rates. 


We seek to promote continued economic growth at a pace consistent with the 
control of inflation and the lowest possible interest rates. From a policy 
standpoint, we might say, in this Olympic year, that while it would be nice to 


win the 100-metre dash, the real economic challenge is to win the marathon. 


Canada's competitive position has been improving since the recovery began, assisted 
greatly by a dramatic fall in the rate of inflation. For example, the rate of 
inflation as measured by the GNP deflator reached 3.8 per cent in the fourth 
quarter as compared to 4.2 in the United States. Productivity has risen substan- 
_tially -- up 3 per cent in the fourth quarter compared with a year earlier. Manu- 
facturing productivity rose almost 7 per cent -- the best performance in 13 years. 
Unit labour cost increases have been moderating -- to a level of only 0.4 per 
cent higher in the fourth quarter over a year earlier as against 2.5 per cent in 
|) the U.S. 


Canada's merchandise trade surplus was at a near record $18 billion in 1983 and 
came in at a record annual rate of $25 billion in January of this year. Canada's 
overall current account continued to show strength in 1983 with a $1.6 billion 
surplus, the second highest on record. This also is in contrast to U.S. experience 


in recent times. 
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Clearly the recent downward drift of the Canadian dollar against the U.S. 
dollar is not a reflection of fundamental weakness in domestic economic 


performance. 


The movement of the Canadian dollar does underline the extent to which Canada 
and the industrial nations generally rely on the United States to come to terms 
with its large structural deficit overhanging the capital markets. Large deficits 
combined with relatively low savings rates have kept real interest rates at very 


high levels in the United States. 


Although we in Canada have some flexibility in designing monetary and interest 
rate policies apart from external considerations, a marked departure from basic 


compatibility with U.S. rates would have damaging results. 


I sometimes hear it said we could have substantially lower, so-called "made in 
Canada" interest rate levels. This point of view tends to ignore the reality of 
Canada's open economy and the fact that capital fiows would quickly reflect the 
interest rate disincentive. Some people even argue that a cheaper dollar should 
be promoted as a means of reducing interest rate levels. They forget that 
capital markets and domestic and foreign investors can be very unforgiving. 
Serious instability, higher inflation and higher interest rates would be the 
inevitable results of any such policy. The Government and the Bank of Canada 
will continue to follow a prudent and moderate course, including continued 


resistance to sharp downward movements in the exchange rate. 


Government deficits in Canada cannot be ignored, and are not being ignored, 
simply because their impact is overshadowed by that of the U.S. federal deficit. 
Canadians have learned that they must put their economic house in order to hold 
their own in a tough world. This includes making sure that the public sector 
demand for borrowed capital does not impede the growth of the private sector 


as its need for capital increases. 


My budgets of April 1983 and February 1984 put in place and confirmed the 
government's present course of steady reduction of the deficit. I have made 


clear, at the same time, that fiscal responsibility includes a strong measure of 


eye 


social responsibility. Canadians have not cut the lifelines to those who suffered 
most through the recession. Furthermore, I detect no significant support in 
the country for those who advocate wholesale cutbacks in social programs as a 


means of reducing deficits. 


The maintenance of social support systems combined with the severity of the 
recession had a pronounced impact on the federal deficit in Canada. One 
current reason for a more substantial increase in the deficit in Canada has been 
our faster-growing labour force and the resulting higher unemployment rates 
with their direct link to higher government expenditures. By the same token, 
there is good reason to believe that the medium-term structural deficit in 
Canada is relatively smaller than in the U.S. A higher cyclical component in 
Canada implies a deficit more likely to shrink with economic growth. It is also 
important to note that savings are currently higher in Canada than in the U.S. 
This is most apparent in personal savings rates -- about 11 to 12 per cent of 


disposable income in Canada and 5 to 6 per cent in the U.S. 


There has been some misinformation on the question of how much pressure our 
deficits put on credit markets. For example, some opposition Members of 
Parliament have recently stated that the government's borrowings are greater 
than 90 per cent of annual private savings in Canada. The actual figure is 


estimated to be about 25 per cent in the current fiscal year. 


A typical "rule of thumb" is that since the United States economy is roughly 10 
times larger than Canada's, deficits in the two countries should reflect this 
proportion. As a result, the relative size of the Canadian federal government 
deficit has been popularly exaggerated. Deficit comparisons are difficult 
between the two countries because there are significant differences in 
accounting concepts and definitions of fiscal years. The most appropriate 
comparison is between the U.S. total budgetary balance, including off-budget 
outlays, and Canadian financial requirements. In this light, the countries in 


fact have quite similar deficit-to-GNP ratios. 


Although keeping the deficit in perspective is important, the systematic 
reduction of deficits in line with the needs of the economy is even more 


important. And we intend to stay on course in that regard. 
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Business investment in Canada has been slow to recover from the recession. 


This is not surprising in several respects -- not the least being that investment 
was so strong in Canada for many years prior to the recession. ‘The greater 

severity of the downturn in Canada was harder on consumer demand and on the © 
basic health of business balance sheets. Consumer demand has led the recovery , 


balance sheets are improving rapidly and stronger investment will follow. 


The outlook for many years ahead is one of very large and very attractive 
investment opportunities in Canada. We can expect to see strong business 
investment performance, including foreign investment. I would note that 
despite Canadian interest rates being low in 1983 by historical standards in 
relation to those in the U.S., there was a net long-term capital inflow of 

$2.8 billion into Canada. Such figures reflect not only the basic advantages 
that Canada offers as a place to invest, but also a very determined effort by 
Canadians to encourage and welcome new investment. For example, Canada has 
provided an attractive set of incentives for expanded investment in the vital 
area of research and development -- and these were made even more generous 
by my budget of April 1983. 


In addition, I would note in passing that the recent approval rate of the 
Foreign Investment Review Agency is 97 per cent, even higher than the 92 per 
cent average for FIRA since its inception in 1974. Procedures have also been 
streamlined. Canada warmly welcomes those with a strong interest in sharing in 


the great investment opportunities available in our country. 


The Canada-U.S. economic relationship has often been called "special" -- and 
quite accurately so. Lately, I have noted a number of Canadian commentators 
worrying that the relationship is no longer so special, particularly from the 
American point of view. One of the implications is that a new wave of protec- 


tionism in the U.S. will therefore have serious consequences for Canada. 


I do not argue with the thesis that rising U.S. protectionism would hurt Canada. 
That is undeniable even in the event that Canada were substantially exempted 
from any new protectionist measures. The resulting damage to the international 


trading system would hurt Canada and the United States and all other nations. 
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In this context, I must say that I am encouraged by the indications that the 
forces of protectionism in the United States are being met with strong arguments 


to the contrary. 


Opposition to protectionism is not a question of one side seeking special favours 
from the other -- indeed, I have urged Canadian businessmen to be more aggressive 
in seeking out markets in the U.S. It is a question of making the playing field 


as level as possible for each side. 


As you will know, a substantial and growing majority of Canada-U.S. trade is 
already duty-free. Discussions have been broached on the subject of even freer 
trade between Canada and the United States, and these will be watched with 


great interest. 


The issue is not really whether Canada enjoys a special economic relationship 
with the United States. The real question is whether common sense and common 
interests will continue to guide the relationship. I believe they will, to the 


mutual advantage of each side. 


An example of the step-by-step improvement that can be pursued in this regard 
is the recent study of the position of foreign banks, including a strong U.S. 
banking contingent, in Canada. It was only with the 1980 revisions of the Bank 
‘Act that foreign banks became full members of the Canadian banking community. 
‘As you know, a parliamentary committee has recommended removing the ceiling 
that restricted foreign banks to 8 per cent of the total assets of the banking 


system. 


I have been particularly interested in assessing that restriction from the stand- 
| point of the need to ensure the benefits of a healthy competitive atmosphere in 
Canada's banking industry. Consequently, I have today introduced in 
Parliament legislation amending the Bank Act, raising the domestic asset ceiling 
on foreign bank subsidiaries from 8 per cent to 16 per cent. I hope that this 
legislation will receive speedy passage in Parliament. The new 16 per cent 
‘domestic asset ceiling will immediately remove the constraints preventing the 
further growth of foreign bank subsidiaries and will allow them to grow and 
continue to serve Canadian business. 


| 
| 
} 
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The Government is prepared to raise the domestic asset ceiling, but at this time 
is not enacting the Committee's recommendation that the ceiling be removed 
completely. Such a change would raise important questions of principle which 
should be considered in the context of a thorough review of the whole area of 
financial institutions legislation such as typically occurs at the time of a Bank 
Act revision. In fact, it is foreseen that the foreign bank subsidiaries will 


have ample room for expansion until the next revision of the Bank Act in 1990. 


Interdependence is of course the inescapable reality of the entire world 
economy, and no more critically so than in the case of the developing countries. 
Their economic success depends in large measure on our success. In the short 
and medium term, their very economic survival depends in many cases on the 
continuation and expansion of extraordinary efforts to assist in their painful 
adjustment problems. As I have suggested, this is not a question of charity. 

It is a question of protecting and reviving a crucial element of world economic 
growth for the longer-term future. Even the United States, the largest and 
most autonomous of economies, has come to rely on international trade as a 
major source of economic progress. Its leadership in forging a better world will 


provide benefits for us all. 


Canada will continue to play a strong role in promoting international economic 
co-operation. It is in that spirit that I will be in Washington tomorrow and 
Friday for meetings of the International Monetary Fund and the World Bank. 
And it is the same goal that I will pursue next month at a Commonwealth 
finance ministers meeting in London, the OECD ministerial meeting in Paris and 


the G-10 meeting in Rome. 


As I have emphasized in my domestic budget measures, leadership is more than 
ever a question of partnership. Business alone cannot prepare a nation's 

economy for the challenge ahead, just as labour and governments on their own 
hold only a part of the answer to a better economic performance. So it is with 
the world's economic challenges. Only by working together can the nations of 


the world, great and small, ensure the conditions in which all of us can grow 
and prosper. 
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SE FUNDS IN SWISS CAPITAL MARKS 


The Honourable Marc Lalonde, Minister of Finance, aS 


Government of Canada plans to raise funds in the Swiss ™™m& 


Part of the proceeds from an expected borrowing of one billion Swiss francs 
(about U.S. $460,000,000) would be used to redeem a private placement of notes 
for 500 million Deutsche Marks (about U.S. $190,000,000) which matures 


May 10, 1984. These notes issued in 1978 have an interest rate of 5 per cent. 


Proceeds from the Swiss financing will also be used to partly offset the decline 
in Canada's official international reserves due to the redemption of certain other 
issues which matured during the past year. Last month an issue in Japan of 
30 billion yen (about U.S. $132,000,000), which was negotiated in 1979, 
matured. The interest rate on this issue was 6.4 per cent. In 1983, a total of 
U.S. $892 million in foreign debt matured and only one foreign issue was 


undertaken for U.S. $500 million in the Eurodollar market. 


The proposed financing in the Swiss capital market is expected to consist of the 


following: 


A five-year SFr 300 million fixed term bank loan which bears an annual 


interest rate of 5 5/8 per cent. This loan would be provided by Credit 


Suisse, Swiss Bank Corporation and the Union Bank of Switzerland. 


- A SFr 500 million private placement of notes. This offering would be 


placed through a syndicate of Swiss banks managed by Swiss Bank 
Corporation, the Union Bank of Switzerland and Credit Suisse. This 


hd Ottawa, Canada K1A 0G5 


Canada 613 992-1573 


ae 


private placement will consist of SFr 300 million 3 year 6 month 4 7/8 per 
cent notes priced at 100 per cent and SFr 200 million 6 year 5 1/8 per 


cent notes, priced at 100 per cent. 


3 An eight-year SFr 200 million public offering of marketable bonds which is 
expected to be offered for sale in the latter part of April. The issue will 
be non-callable and would be underwritten by a syndicate of Swiss banks 
led by the Swiss Bank Corporation, Credit Suisse and the Union Bank of 


Switzerland. 


s 


at 


The financing is subject to approval by the Swiss National Bank. The Minister 


stated that he would announce further details of these transactions in due 


course. 


C.H. O'Hara, 
Capital Markets Division 
(613) 992-4467 
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Let me first express my appreciation for the invitation to be with you today. 
Since ministers of finance are deeply concerned with the future prospects as 
well as the present performance of the Canadian economy, I take an especially 
strong interest in the aerospace sector. Yours is an industry working at the 
frontiers of the technological and economic future -- not to mention the 


frontiers of outer space. 


Today I want to discuss the progress of the economic recovery and the 
prospects for continued growth in the months and years ahead. I want to look 
particularly at the need for Canadians to excel in the kinds of economic 
endeavors that will increasingly determine who succeeds and who fails in the 
demanding international marketplace. This is a subject of particular relevance 
to the aerospace industry, which stands in the front lines of international 


competition. 


Canadians are witnessing the end of one political era and the beginning of 
another, both signalled by Prime Minister Trudeau's decision to retire. I think 
it is true to say also that this will be remembered as a time of profound 


economic change. We are seeing the accelerating emergence of what has often 


been called the "new economy". 


This new economy has a number of important characteristics. It relies more 
This can be seen in the growth of the 
And it is partly through the 


and more on advanced technology. 


relatively young and dynamic "hi-tech" sector. 
application of advanced technology that traditional industries can secure a full 


and successful place in the new economy. 


The new economy is more productive, more competitive and more innovative. 


Its principal resource is brainpower and the essential expression of that 


brainpower is through research and development. 
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Accordingly, a high priority must be placed on long-term investment in the 
people who generate, develop and apply promising new ideas and technologies. 
A skilled and well-educated workforce is itself a source of economic growth and 
development. It is this kind of workforce which can best adapt to the 
accelerating rate of change that is one of the chief features of the modern 


technological economy. 


Canadians cannot allow themselves to play a largely passive role in the 
emergence of this new economy. It is above all a new global economy. It is 
developing all around us, and we must be able to compete in order to ensure 
economic success. Some might argue that the main economic challenge is to 
respond to the forces of economic change. But it might more aptly be 
described as the challenge of ensuring that we create constructive economic 
change at least as quickly in Canada as in the countries with which we trade 


and compete. 


My remarks should not be interpreted as over-stressing the policy imperatives 
of the "new economy". For one thing, there is a risk that some of the 
challenges now on the horizon will themselves fall victim to an accelerating rate 
of change. One might say we have enough real problems to face without 
worrying too much about those that don't yet exist. In any case, it is only by 
meeting today's fundamental economic challenges that we can prepare for the 
challenges of the future. Meeting the challenges of productivity and 
competitiveness, of investment and innovation, is the essence of success for the 


economy of today and tomorrow. 


The road to economic success is neither quick nor easy. There will continue to 
be pressure for short-cuts -- for quick fixes and blanket solutions that would 


only disguise the symptoms while ignoring the causes of economic weakness. 


Indeed, if I were to take seriously the daily and often contradictory advice that 
I receive in Parliament, I would have already introduced at least two new 
budgets since February 15. One would have sharply reduced government 


spending and the deficit without, of course, impeding the economy's growth. 
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The other would have sharply increased government spending on measures 


designed to stimulate the economy, but without increasing tax rates or the 
deficit. 


Unlike some of my critics in the political arena, I do not have the luxury of 
playing Snakes and Ladders with the government's economic policies. From the 
beginning as Minister of Finance, I committed myself to policies supporting a 
Steady course of economic recovery and durable long-term growth. And I 


intend to stick to that approach. 


In fact, the evidence so far, while still sketchy, indicates that Canada's 
economic recovery continues on a strong and steady course. From the fourth 
quarter of 1982 to the fourth quarter of 1983, real GNP rose 6.6 per cent -- 
faster in Canada than in the U.S. and all major industrial nations. Real growth 
is expected to continue in Canada this year at the more moderate pace of the 
fourth quarter. Nonetheless, our early figures for 1984 show strength in a 
number of areas, including manufacturers’ orders and shipments, merchandise 
trade and, in aggregate, gross domestic product. These are welcome 
indications that the budget forecast of continuing substantial growth is 


realistic. 


Late last week I attended the meetings of the International Monetary Fund and 
the World Bank in Washington. I can report there is cause for encouragement 
about the pace of economic recovery in the industrial world. I was particularly 
interested to note that the annual World Economic Outlook of the IMF presents 
Canada's expected economic performance in 1984 as significantly better than 
average for the major industrial nations in a number of important categories. 
These include increases in real GNP, real domestic demand, employment and 


exports. Let me say that I share the view that Canada's economic performance 


will continue to rate very highly among the major industrial nations. 


There has been justifiable concern but totally unjustified pessimism about the 
The fact is 


difficulty we face in bringing down the rate of unemployment . 
My budgets of 


that about 400,000 jobs have been created since the recession. 
April 1983 and February 1984 made realistic projections of the rate at which 
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unemployment could be reduced in Canada. These projections took into account 
the fact that Canada's labour force has historically grown faster than that of 


any other industrial nation, and is almost certain to continue doing so. 


Canada has done exceptionally well in creating employment -- more than 

3 million new jobs in the past 15 years. My recent budget forecasts almost 
1.6 million new jobs in the next five years. We will continue to do well by 
emphasizing the fundamentals of economic growth -- investment, productivity 


and competitiveness in the broadest sense of those terms. 


Productivity improved substantially during 1983 -- up by 3 per cent from the 
fourth quarter of 1982 to the fourth quarter of 1983. On a yearly average 
basis, manufacturing productivity was ahead by almost 7 per cent. As for 
those who argue that Canadians can't have both good productivity performance 
and strong employment creation at the same time, I would suggest that the 
record refutes the contention. More importantly, the hard fact of increasing 
international competition makes it inescapable that we continue to increase 


productivity to protect existing jobs and create new ones. 


Likewise, Canada's cost competitiveness improved during 1983 with a marked 
Slowing in the rate of inflation. Combined with our good productivity showing, 
unit labour costs were only 0.4 per cent higher in the fourth quarter of 1983 


over a year earlier. That compared with an increase of 2.5 per cent in the 
U.S. 


Investment has been, as expected, slow to recover from the setbacks of the 
recession. Typically, investment makes its greatest contribution to recovery in 
the more mature phase when rising demand has restored the need for expanded 
productive capacity. Nonetheless, I have urged those companies in a position 
to invest in better production methods and better products to do so as soon as 
possible to take advantage of existing incentives and still slack demand for 
capital equipment. This especially applies to those firms which rely on export 
sales for a substantial part of their business. 
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The government has backed up this advice with measures to assist in the 
improvement and expansion of industrial capacity, including the $2.4 billion 
Special Recovery tax incentives for investment brought forward in the April 
budget. Our R&D incentives, already described as among the most generous in 
the industrial world in a Canadian Tax Foundation study, were made even more 
attractive in that budget. These will further help industry in the battle to 
develop and produce the kind of products that can find a share of domestic and 
foreign markets. 


If Canada is to increase its share of world markets -- and that is where the 
growth must increasingly be found -- it will mean new investment based on 
outward-looking and far-sighted assessment of business opportunities. This 
country currently depends on exports for about 30 cents of every dollar of 
income. On balance, we would all be better off if we could increase that share 


steadily in the years ahead. 


The opportunities are there. The aerospace industry exemplifies both the 
export potential and a great deal of success in developing that potential 
through products that are high in technological content and driven by export 


sales. 


Clearly, the government has a strong role to play in assisting the private 
sector to grasp such opportunities. For some strategic sectors of the economy, 
such as the aerospace industry, that means very active and broad-based 


support, going back many years and continuing in the future. 


Since March 1971, for example, the Government has invested $825 million in the 
Canadian industry through the Defence Industry Productivity Program and 


$370 million in just the last three years through the Space Program. A very 


high proportion of this has been for research and development in the aerospace 


sector. 
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The government has had a consistent strategy for Canada's aerospace industry. 
Fundamentally, manufacturers must produce specialized, high quality products 
suited to niches in export markets. I would add here that if there is a failure 
in Canadian business generally, it is a tendency to think that high-quality 
Canadian goods and services will sell themselves. As you know from 


experience, aggressive marketing is an essential part of the export equation. 


Under our strategy, product lines are determined by market forces and 
successful firms must maintain international competitiveness. To make this 


strategy work, the government provides: 


= special access to international markets through development and production 


sharing arrangements with the United States and other allies; 


= offset arrangements and trade agreements associated with major purchases 


by the government of Canada; and 


= sponsorship of international industrial partnerships to expand market 


opportunities for Canadian companies. 


The success of this strategy speaks for itself in the industry's record of 
growth in sales and high-wage employment; in the emergence of strong firms 
like Pratt and Whitney Canada, whose engines satisfy almost 60 per cent of the 
world market for Turboprop aircraft; in the technological superiority of many 
Canadian aerospace products, from STOL aircraft to utility amphibians and 
business jets, from flight simulators to unmanned airborne surveillance and 
sophisticated navigation systems, from communications satellites to the Canadian 


remote manipulator system -- the celebrated Canadarm. 


Changes in the international environment however, have brought new challenges 
to Canada's industry in recent years. The world recession severely weakened 
demand for many aerospace products. Costs and risks associated with new 
technology have spiralled. International competition is intensifying. It is in 
the context of this changing environment that the government has faced making 


decisions to shape the industry's development over the next 20 years. The 
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government has been successful in working with the aerospace industry in 


making these decisions. As some of you know from participating in its work, 


the report of the Advisory Committee on Aerospace Development has played a 
significant role in the response to these new challenges. 


One new approach attempted by the government in recent months with the 
aerospace industry is the long-term, joint agreement with Pratt and Whitney 
Canada to fund 12 new research, development and productivity improvement 
programs over the next 10 years. This support will bring about a doubling of 


the company's current level of research and development activity. 


The objective of such agreements is to create an environment of stability, to 
enable selected companies to plan over the long term with a high degree of 
confidence. This unique approach has been advocated by many in the business 
community whose future is determined by substantial investments in research 
and development. This approach is also fully consistent with the report of the 
Advisory Committee on Aerospace Development which recommended that 
government support for research and development should be based on sector 


plans of five or more years rather than year by year allocations. 


This agreement together with the recent Bell Helicopter initiative should 
demonstrate and further reinforce the federal government's commitment to 
working with the aerospace industry to help it achieve its goals of viability and 
world competitiveness. The Bell project, including the Pratt and Whitney 
engine development project, is estimated to create more than 3,800 new 


high-tech jobs and generate sales valued at $9.9 billion over the next 20 years 


-- 85 per cent of them from exports. 


Another promising new venture demonstrating the benefits of active government 


participation is the joint enterprise between Messerschmidt-Bolkow-Blohm of West 


Germany and Fleet Industries Ltd. of Fort Erie, Ontario to manufacture a new 


generation of twin-turbine helicopters. 


$1.3 billion. 


The 20-year sales projections are 
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I would note also that the recent financial restructuring of Canadair Limited has 
put that company in a position to move forward as a well-diversified 
high-technology company that can hold its own in export markets. This will 
also guarantee the continuation of Canadair's effective R&D capability which 
over the years has produced tangible benefits for Canada. For example, 
innovative approaches were demonstrated in the design and development of the 


Challenger, of surveillance systems and other products. 


The government has likewise maintained its commitment to de Havilland Aircraft 
of Canada Ltd. in support of some basic industrial goals. These include a 
Canadian presence in the small commuter aircraft sector of the industry, the 
retention of design and engineering capability in this country and the 


maintenance of the technology base in the aerospace sector. 


I spoke earlier about the dangers of a zig-zag approach to government policy. 
This applies equally to general fiscal and economic policies and those directed to 
specific industries. Abrupt shifts in direction are disruptive in the short term 
and cause damage to confidence. And they can do much worse than that. 
Nothing better illustrates this than the shortsighted decision to cancel the Avro 
Arrow contract 25 years ago. The costs were enormous, including the loss of 
an entire generation of talented and dedicated aerospace engineers and 


scientists. 


We must remember that technologically-advanced industries do not progress in 
isolation from each other. For example, your success in export markets can 
create major spinoff benefits for the products of other Canadian export 
industries in the advanced technology field. The high-profile achievements of 
the Canadarm -- demonstrated so spectacularly again last week -- are good not 
only for Spar Aerospace, they are good for every Canadian high-technology 


company out there fighting for recognition and market share. 


The battle for recognition and support is of course waged right here in Canada 
as well. You need a high degree of continuing support from both public and 


private sector in the form of investment capital which, by definition, will carry 


oa 9 a 
significant risks. Tax incentives can help to encourage private investors to 


take those risks, but ultimately you must win that support on your merits as 
innovators and exporters. 


Historically, Canadians have not been known for favoring a lot of risk-taking 
investment, whether it be in basic natural resource development or more 
sophisticated technological enterprises. That reputation has improved and it 
continues to change for the better. This reflects the success of industries 


such as yours in translating opportunities into real success. 


There is also a growing recognition that the risks of standing pat with the past 
are far greater than those of putting our money on the line for the economic 
future. I believe we have just begun to see the benefits of this more creative, 


forward-looking approach to investment. 


The aerospace industry has helped to lead the way toward the "new economy" 
of which I have spoken. I wish you well, and I reaffirm my support, in your 
continuing efforts to meet the test of international success in the challenging 


years to come. 
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FEBRUARY BUDGET DRAFT LEGISLATION RELEASED 


The Honourable Mare Lalonde, Minister of Finance, today made public draft 
legislation relating to income tax proposals announced in the February 15, 1984 
budget. 


The draft legislation follows the Notice of Ways and Means Motion tabled in the 
House of Commons with the budget and sets out the tax changes necessary to 


implement the small business simplification measures. 


"I believe these proposals, which eliminate two-thirds of the tax law relating to 
small business, will free the entrepreneur from the administrative burden of 


unnecessary complexity and red tape," Mr. Lalonde said. 


The Minister drew particular attention to one change which results from the 


consultations he has held with small business groups. 


"In response to submissions received during the post-budget period, I have 
decided to modify the proposal that would have allowed an award of up to 
$1,000 of costs to a taxpayer in respect of appeals to the Tax Court of 


Canada," Mr. Lalonde said. "Under the draft legislation, the $1,000 limit is 


removed so that the award of costs will be at the discretion of the Court 


itself." 


The draft legislation also includes certain technical changes to the Income Tax 


Act related to Bill C-2, which was enacted in January of this year. 


i+l Ottawa, Canada K1A 0G5 


Canada 613 992-1573 


The more important of these changes relate to the share-purchase tax credit 
and scientific research tax credit provisions. In addition, the rules governing 
the distribution of assets of a corporation to its shareholders in the course of 
certain corporate reorganizations, generally referred to as "butterfly" 


transactions, are to be modified to expand the scope for such reorganizations. 


To provide as much detail as possible concerning the proposals, comprehensive 


technical notes accompany the draft legislation. 


Mr. Lalonde stressed the importance of draft legislation and technical 
explanations as part of a more open consultative process in which public input 


is sought before implementing legislation is introduced in the House. 


"Although a number of the measures have already benefited from extensive 
public consultation, most notably the small business simplification measures and 
the measures applicable to charities, there still is time for further public input 
before the final legislation is prepared," Mr. Lalonde said. "Comment from 


interested parties is essential." 


In order that comments may receive adequate consideration and in the interest 
of an early tabling of a bill incorporating the measures, comments should be 
Submitted by the end of May. They should be addressed to the Tax Policy and 
Legislation Branch, Department of Finance, 160 Elgin Street, Ottawa, Ontario, 
K1A 0G5. 


For further information, contact: 


T.C. Morris 
Tax Policy and Legislation Branch 
(613) 995-3586 
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Immediate release 


Ottawa, April 26, 1984 
84-61 


The Honourable Mare Lalonde, Minister 
of Finance, announced the signing 
today in Zurich of agreements for a 
three-part financing package amounting 
to one billion Swiss francs (about 

U.S. $460 million). 


Preliminary details of the financing 
were announced April 12, 1984. 


Final terms of the three separate 
loans are as follows: 


- An eight-year SFr 200 million 
public offering of 5 1/4 per cent 
marketable bonds priced at 
100 per cent. This issue, 
currently being offered to 
investors, is being underwritten 
by a syndicate of Swiss banks led 
by the Swiss Bank Corporation, 
Credit Suisse, and the Union 
Bank of Switzerland. 


- A five-year SFr 300 million fixed 
term bank loan which bears an 
annual interest rate of 5 5/8 per 
cent. This loan is being 
provided by Credit Suisse, Swiss 
Bank Corporation and the Union 
Bank of Switzerland. 


- A SFr 500 million private 
placement of notes. This offering 
is being placed through a 
syndicate of Swiss banks managed 
by Swiss Bank Corporation, the 
Union Bank of Switzerland and 
Credit Suisse. This private 


Publication immédiate 


Ottawa, le 26 avril 1983 
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L'honorable Mare Lalonde, ministre 
des Finances, a aujourd'hui annoncé 
la signature & Zurich d'accords de 
financement en trois volets totalisant 
un milliard de Francs suisses (soit 
environ $460 millions £.-U.). 


Les détails préliminaires de cet 
emprunt ont été annoncés le 12 avril 
1984, 


Les modalités définitives des trois 
emprunts individuels sont comme 
suit: 


- Une offre publique de 200 millions 
F.S. d'obligations négociables 
5 1/4 pour cent 4 8 ans au prix de 
100 pour cent. Cette émission, qui 
est présentement offerte aux 
investisseurs, est souscrite par un 
consortium de banques suisses dirigé 
par la Société de Banque Suisse, le 
Crédit Suisse et l'Union de Banques 
Suisses. 


- Un emprunt bancaire 4 échéance 
fixe de 300 millions F.S. 4 cing 
ans portant intérét annuel a 
5 5/8 pour cent. L'emprunt est 
consenti par le Crédit Suisse, 
la Société de Banque Suisse et 
l'Union de Banques Suisses. 


- Un placement privé de billets de 
500 millions F.S. Cette offre est - 
placée par l'entremise d'un 
consortium de banques suisses 
sous la direction de la Société 
de Banque Suisse, l'Union de 
Bangucs Suisses et le Crédit 


state 
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placement consists of SFr Suisse. Ce placement privé 
300 million 3 year 6 month consiste en 300 millions F.S. de 
4 7/8 per cent notes priced at billets 4 7/8 pour cent 4 3 ans 
100 per cent and SFr 200 million et 6 mois au prix de 100 pour 
6 year 5 1/8 per cent notes, cent, et en 200 millions F.S. de 
priced at 100° percent. billets 5 1/8 pour cent 4 6 ans 
au prix de 100 pour cent. 
The Government of Canada will Le Gouvernement du Canada recevra 
receive the proceeds from the bank le produit de l'emprunt bancaire et 
loan and the private placement on du placement privé les 3 et 15 mai 
May 3 and May 15 respectively, respectivement, et le produit de 
while the proceeds from the public l'émission publique le 10 mai 1984. 
issue will be received on May 10, 
1984, 
For further information: Pour plus amples renseignements: 
R.G. Miller, R.G. Miller, 
Capital Markets Division Division des Marchés de capitaux 


(613) 992-4467 (613) 992-4467 
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It is a pleasure for me to be here with Rotarians from District 707 on the 
occasion of your annual conference. I am particularly proud to address this 
Paul Harris Foundation Luncheon. It is almost thirty years since I had the 
privilege of studying abroad at Oxford as a Foundation student, yet the 
Rotary-inspired ideals of international understanding and service are ones I 


have carried with me into public life and which I continue to value deeply. 


The very existence of Rotary and its long and distinguished record of service 
and fellowship around the world is a remarkable affirmation of faith in people 
and their ability to serve and improve the communities in which they live. As 
people committed to service, you Know that you can't improve the world by 
withdrawing from it into a cocoon of cynicism. The significant contribution you 
have made has been because you have had enough faith in yourselves and 
enough determination to say "Let's work together to move ahead and accomplish 


something worthwhile". 


This is a message I have voiced over and ovvr again since I became Minister of 
Finance. The economy is not like a piece of clockwork, simply ticking away on 
its own, regardless of what we do. The economy is much more like a living 
organism which we can influence by our decisions and actions. I am 
encouraged that as a nation we have indeed worked our way out of the 
recession and onto a path of recovery and economic growth. Canada has made 


tremendous progress because Canadians have pulled together. 


For a few moments I would like to focus on some of the developments in our 


3i o examine some of the 
economy's progress toward growth and expansion and t 


key challenges we face as a nation. 


As Canada's manufacturing heartland, Ontario has a special interest in the nation's 
economic recovery as it is reflected in the manufacturing sector. About half of 
Canada's manufacturing shipments roll from Ontario factories and businesses, 

and therefore the health of the nation's manufacturing sector is determined to a 


great extent right here. 


Since the recession ended in late 1982, the manufacturing sector has shouldered 
its share in helping the economy back toward full vitality. Over the past year, 
the manufacturing sector has posted a significant recovery in terms of both new 
orders for manufactured products and in shipments of products. In 1983 the 
value of manufacturing shipments in Ontario rose by 10.6 per cent, which was 
better than the national average. By last February, the value of shipments in 
Ontario was 27 per cent higher than a year earlier and continued to outpace the 


rest of the nation. 


Manufacturing is sustained only if people want to Duy, and retail business over 
the past year has borne out the growing demand for manufactured goods. The 
value of retail sales climbed in Ontario by almost 10 per cent in 1983. Sales for 
the month of February rose slightly and were 16.5 per cent higher than a year 


earlier, a jump that any business would be pleased with. 


Leading the way has been the transportation equipment industry, and in 
particular, motor vehicle sales. I know that down the road in Oakville and in 
Oshawa, or a little farther in Windsor, there are a lot of smiling faces these 
days, both on the assembly lines and in the »oard rooms. Motor vehicle sales 
in Ontario in 1983 were up by about 22 per cent from a year earlier. The 
monthly record in 1984 has been just as encouraging. ‘ndeed the automobile 
manufacturers themselves report a continuing boom in siles. Combined car 
sales in the first quarter were 40 per cent higher than in the first quarter of 
1983. Ford car sales in March were up 36 per cent from a year earlier; 
General Motors were up 27 per cent and Chrysler, 19 per cent. This strong 
growth in car sales indicates that Canadians are confident enough about their 


economic prospects to make major purchases. 
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Productivity in the manufacturing sector grew by a robust 6.9 per cent in 1983 


the best performance in the last 12 years. Manufacturing also showed recovery 


in output in 1983, with very strong growth in the motor vehicle and parts 
industries, and there was a substantial improvement in pre-tax profit margins 
as well. 


Let me assure you that I realize not all facets of our recovery are equally rosy. 
Unemployment and interest rate levels are still too high. We must be 
particularly careful to bring with us a balanced perspective in sizing up our 
economic performance, and we must keep in mind the general direction of the 


trend rather than concentrating on temporary pauses or disappointments. 


An example of this pattern is in Canada's job creation record. Since the 
recovery began the economy has generated close to 400,000 jobs, 112,000 of 
them in the manufacturing sector. The pace has been exceptionally strong by 
any standard. While the month of March witnessed a lapse in this trend, I 
fully anticipate a resumption of job creation in Canada as the momentum of the 


recovery continues. 


The fact that unemployment levels have been slow to come down is explained in 
good part by the growing number of Canadians entering the labour force. Let 
it be remembered that while the Canadian labour force grew by over 50 per 
cent between 1968 and 1983, the average growth for the other six summit 


countries was less than 13 per cent. 


Despite the periodic hesitation or lapse, the trend is clearly toward further 
improvement and sustained economic growth in Canada. My own projections for 
1984 are in line with the majority of independent forecasters who anticipate that 


the nation's real economic growth will be strongly upward of 4 per cent. 


As we look to new sources of economic growth for Canada, we must fix our sights 


beyond our borders on the vast world marketplace. 
erstones of Canada's economic performance and well-being. About 


Exports have always been 


one of the corn 


30 cents of every dollar of income earned in Canada is generated from our exports. 


ad 


Knowing how important it is for us to make sales abroad, it is gratifying that 
over the past year Canada posted the largest export growth of any industrial 
nation. We chalked up a near-record trade surplus of more than $18 billion last 
year, and we have started off early 1984 on the right foot with an average trade 


surplus of nearly $19 billion at annual rates. 


Ontario has an even greater reliance on world markets than does Canada as a 
whole. Hundreds of thousands of Ontario jobs derive from export related 
activities. Yet while Ontario is already heavily dependent on foreign markets, 
it is clear that the province, like Canada, must carve out a greater share of 
export markets. The world markets offer enormous potential for Ontario 
manufacturers to expand their exports rapidly and to diversify their markets 


around the world. The markets are there and they are waiting to be tapped. 


Improved foreign trade means more jobs for Canadians. It also means better 
incomes for Canadians. Recognizing this, I introduced measures in my last two 
budgets to improve the ability of Canadian companies to gain a toe-hold in 
foreign markets. The Export Financing Fund established in my 1983 budget is 
helping small and large businesses to look for export opportunities and to win 
contracts abroad. This support was amplified in my February budget this year 
in a way that will further enable Canadian firms to take advantage of export 
opportunities in developing countries while Canada fulfills its commitment to 


international development. 


Seeking out and finding trade opportunities are, however, the thin edge of the 
wedge in the international marketplace today. If Canada and Canadian 
manufacturers are to corner a larger share of that market, we must be more 


competitive. 


In the new economic era, competitiveness has become a watchword for all 
industrialized countries. If Canada is to excel among the trading nations of the 
world, then we must take up the challenge of competitiveness seriously and apply 


ourselves to the pursuit of all that will make us, and keep us, world class. 
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No, there are no slick tricks to becoming more competitive on the world 
economic stage. To be competitive, we must face the challenge to reduce costs 
and become more productive. On this score we have made progress and have 
much we can cheer about. By the end of last year our unit labour cost 
increases had moderated considerably from the same time one year earlier and 
compared favourably with cost increases in the United States. Canada's 
increase in productivity was the largest since 1976. This stronger productivity 
performance together with moderating costs enabled Canada to improve our 
position in world markets last year and increase our exports by more than 


9 per cent. 


These productivity improvements are encouraging, but they are only a 
beginning, coming after a number of years of relatively poor performance. 
Much more will be required of us if we are to measure up in the competitive big 


leagues. 


For our competitive position to be enhanced, we will have to be as preoccupied 
with the quality of our products as with the quantity. If a company is 
successful in efficiently producing a great deal of poor quality products, it 
may, indeed, achieve outstanding productivity growth, but it would not be long 


before the company's competitive position was seriously eroded. 


This is a message our automobile manufacturers have come to realize. Real 
productivity means manufacturing cars that are of competitive quality and 
efficiency, that use less fuel, pollute less and last longer. And that is one 


reason why their sales are enjoying a strong resurgence this year. 


What is the federal government doing to help the private sector become more 
If we are to put our businesses and our workers on a sound 
alized countries, then it is crucial that we 


productive? 
competitive footing with other industri 
place a high priority on innovative technology and support for research and 
We are creating an environment hospitable to technological 


development. 
recognizing at the same time the high 


innovation and productivity growth, 


importance of human development. 
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The tax system has been the government's major policy instrument for the 
support of research and development. Tax incentives for R&D have been 
designed to help give business and industry the means to conduct basic and 
applied research and to invest in more productive equipment. Indeed, a 
Canadian Tax Foundation study has described this country's R&D incentives as 
among the most generous in the industrial world. The small business sector is 
a good example of where the federal government has provided attractive 
incentives in the form of lower tax rates and higher investment tax credits on 


R&D spending. 


The federal government's most recent initiative to improve the R&D tax rules 
has provided a number of benefits that the private sector had requested. All 
in all, the new measures make financing of R&D simpler, more flexible, more 


certain and more available. 


The tax system is also fostering improved productivity in other ways. For example, 
in my budget this past February I proposed to simplify the small business tax 

laws to allow small businesses to operate with a minimum of administrative burden 
and red tape while at the same time reducing the tax burden by some $150 million. 
The reduction in time and energy that in the past had to be devoted to tax forms 
and tax considerations can in future be channeled into the more productive tasks 


in running a business. 


The Key to our efforts to improve productivity and thus our competitiveness in 
the world is ultimately a human question. Canada will not be able to keep 
stride with the most competitive countries if the major players in our economy 
go merrily, or sullenly, on their own separate ways, disregarding each other. 
The challenges are too great for that. To meet them will require of Canadians 


a spirit of common resolve and a solidarity of effort, qualities which you 


Rotarians hold as tradition. 


The federal government has taken the lead in attempting to nurture the kind of 
mutual resolve and co-operetive effort that is needed. For example, in creating 
the Canadian Labour Market and Productivity Centre, we are marshalling the 
leading minds of labour, business and government to explore jointly areas vital 
to our economic progress. The Centre offers business and labour the unique 


national opportunity to tackle some of our economy's most urgent problems away 
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from the traditionally confrontational atmosphere of the bargaining table. I am 
encouraged by the degree of commitment all participants in the centre have 
expressed and demonstrated. I am convinced that thei> efforts will show the 


way to more productive practices that will make our inc ustries fully competitive 
both at home and on world markets. 


There can be no question that in the final analysis, productivity comes down to 
the attitudes and motivation of individual workers, be it on the shop floor or in 
the manager's office. Inspiring a positive and productive attitude in the 
workplace is of paramount importance. The gain sharing proposal which I set 
out in my February budget recognizes the close link between productivity and 
co-operative teamwork in any successful business operation. I am hopeful that 
this proposal to encourage gain sharing in the private sector sparks employers 
and employees to sit down together and look seriously at the proposal. It is in 


their mutual interest. It is in Canada's interest. 


As we aspire towards a more productive economy that can satisfy Canada's need 
for jobs and a good standard of living, it will probably be the eternal intan- 
gibles that make the difference between mediocre performance and excellence. 
Government strategies alone will not win the desired gains. What can breathe 
life into our efforts are the immeasurable factors such as optimism, confidence, 
faith, determination, social consciousness and co-operative spirit. Canada will 
need these qualities in abundance in the coming years to meet the new economic 
challenges and seize new opportunities. It is enccuraging to know these 


qualities are alive and flourishing in organizations such as Rotary. 


Canada will also need the active concern and spirited involvement epitomized by 
Rotary as we enter an exciting period of political decision and transition. The 


choices our nation makes in the coming months -- who should guide our country 


and what course our government should pursue ~~ will affect the lives of ail 


It is a time when a nation calls to its citizens. We cannot 
e Canadians involve themselves in the political 


Canadians. 
strengthen Canada unless mor 
process We cannot strengthen Canada unless more Canadians take a stand on 


the issues. For Canada's sake, I hope and trust its citizens will respond. 


On that final note let me wish you continued success in making your 


communities and Canada a better place. 
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Immediate Release Ottawa, May 2, 1984 
84-63 


EXCISE TAX ON MATCHES CONVERTED TO SPECIFIC RATE 
ea a ee 


The Honourable Roy MacLaren, Minister of State for Finance, today tabled in 
the House of Commons a notice of Ways and Means Motion to convert the federal 
excise tax on matches to a specific tax of four cents per thousand matches, 


from the existing levy of 10 per cent of the sale price. 


Mr. MacLaren said that the change, effective May 3, 1984, will result in uniform 
application of the tax to all types of matches and will provide tax relief for 
manufacturers who make custom bookmatches, such as those containing 


advertising. 


Since the present excise tax is based on the sale price, it levies more tax on 
custom bookmatches, because of the extra design and printing costs, than on 
regular lines. The conversion of the tax will involve little or no change in the 


tax on regular lines of matches. 


Mr. MacLaren noted that other products which carry advertising are not subject 
to excise taxes, and the change will place match producers on an equal footing 
with manufacturers of such products. The federal sales tax on matches and 


printed advertising matter is not affected by the change. 
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For further information, contact: 
David Law 
Commodity Tax Section, T 


(613) 995-9981 


ax Policy and Legislation Branch 


uel Ottawa, Canada K1A 0G5 
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I am pleased to be able to join you at this early hour in recognition of the 
importance of this High Technology Investors Conference. The organizers 
deserve praise for bringing together such a wide range of participants in the 
high-technology sector, including those with displays at the Canatech 


exhibition. 


I particularly want to welcome those of you from the United States and other 
countries. I hope my remarks today will demonstrate that Canada's natural and 
human resources, joined with favourable government attitudes and policies, have 
made this country an exciting place to invest in advanced technology 


industries. 


One way or another, all Canadians are investing in the future of high 
technology industries. Most Canadians participate as taxpayers through a wide 
range of government programs. It is my hope that more and more Canadians 


will participate directly as individual and corporate investors. 


Today I want to discuss the government's support for investment in high 
technology and then to look at the private sector investment picture. Of 
course, the two are closely related. A good grasp of government policies and 


programs is clearly part of the basic education of every high-tech investor. 


While the same might be said of investors in some other key sectors of Canada's 


economy, I think it is fair to say that the partnership between public and 


private sectors is particularly important in the high tech field. This reflects, 


among other things, its strategic nature; the relative newness and fragility of 


! : : , f 
many ventures; the obvious need in a country with a small domestic market for 


co-operative specialization in some key fields; and the fact that governments in 


other countries are heavily involved in assisting the growth of their industries. 


It has been remarked that the wealth of an industrial nation is not so much ene 
stock of material goods that people have but the stock of technical knowledge of 
how to make them. Canada's high-technology industries, therefore, are doubly 
important for the development of our economy. They provide increasingly more 
economic growth in their own right and they represent one of the keys to 


better production of goods and services in other economic sectors. 


The government recognizes the important role played by your industries in 
helping build an advanced industrial base. Indeed, in the Government of 
Canada's policies and priorities for national economic Cevelopment in the 1980s, 
industrial development is the main prioritv. Policies and programs have been 
and will be developed to ensure that technical innovation remains a major factor 


in enhancing the competitiveness and productivity of Canadian industry. 


Contrary to the impression being given in some quarters recently, progress is 
being made toward the goal of a major increase in the level of research and 
development activity in Canada. R&D expenditures as a proportion of GNP were 
up from about 1.1 per cent of GNP in 1980 to almost 1.3 per cent in 1983. We 


are well on the way toward the target of 1.5 per cent by 1985. 


As you may Know, that objective was set by the government in 1980 along with 
some other important goals. Notable among these was an increase in the share 
of R&D funded and performed by the private sector to a level of 50 and 63 per 
cent respectively by 1985. We have made significant progress in these 
challenges as well, with industrv's share of R&D reaching 46 per cent of 
funding and 56 per cent of performance in 1983. At the same time, provincial 
governments, universities and other sources have been meeting or exceeding 


their targets on a proportional basis. 


Federal government support for technology development in Canada ranges from 
tax incentives to training assistance, to grants, loans, and contracts for goods 


and services, with a value expected to exceed $1.2 billion for 1983/84. 


Some important fiscal incentives for R&D have been introduced in recent budgets, 
in close consultation with the business community. We talked with industry 


before we made the proposals, and we awaited their comments before acting on 
them. 


Ls 


Two major changes to the tax incentives for R&D in Canadian industry were 
made in the past year to improve their effectiveness. These are the 
replacement of the previous deduction for incremental R&D by a higher 
Investment Tax Credit for scientific research, and the Scientific Research Tax 
Credit. The tax credit incentives alone are expected to bring the 1984 level of 
R&D tax support to $335 million -- an increase of almost 50 per cent over last 


year. 


Through the R&D tax provisions, governments finance up to 62 per cent of R&D 


expenditures undertaken by companies in a fully-taxable position. 


However, not all firms, particularly young firms and those with large R&D 
expenditures relative to their income, can take full advantage of these tax 
benefits. Accordingly, it was decided to let companies pass unused R&D ta: 


credits on to investors in the form of the Scientific Research Tax Credit. 


Reaction from the industry to this new financing mechanism has been extremely 
favourable. In fact, over $1 billion of R&D has been funded in the first three 
months of the program. This is a striking confirmation of private investors' 

confidence in the technology industry. And it is further evidence of Canada's 


attractiveness for investment by Canadian and foreign investors alike. 


As the Financial Post described it in a recent editorial, "the money window is 
wide open to research and development companies." The Post said the 


Scientific Research Tax Credit demonstrates that "with the right sort of 


incentives we... can count on private investors to funnel an astonishing amount 


of money into an area which does promise to create jobs." 


The measures I have mentioned not only increased the level of general support 
for R&D, but also made the R&D tax incentive system simpler to apply. Tax 
incentives can be seen as a means of reducing the considerable risks involved 


in R&D investment. But let's not forget that risk is the nature of the game, 


and the game is worth playing because the rewards can match the risks. 


It has been said that a relatively high failure rate among young R&D companies 


is itself a necessary sign of vitality in a sector that thrives on risk-taking. We 


know that promising new enterprises can grow quickly out of those that shut 


eee 


down. We also know that innovators must and do take risks. Canada needs to 
develop a high degree of innovation to move forward in the high tech industry 
and every other industry. Too little risk-taking will mean too little 


entrepreneurial spirit, too many missed opportunities. 


What this requires is more of the kind of close public and private sector 
partnership that has been shown in the development of R&D incentives. The 
goal is to develop entrepreneurial spirit and a new capacity for innovative 
equity investment by private investors. We need a larger, stronger base of 
realistic and well-informed investors to help provide a growing supply of vital 
equity capital for the future growth of the high-tech sector. Carefully- 


designed tax incentives will continue to play a key role. 


Tax incentives alone may not suffice to promote innovation. Successful 
technology development is also supported by a system of grants to help 
industry take specific R&D risks. I am sure you are aware of various federal 
programs providing between 50 and 75 per cent of the costs of approved 


projects. 


In addition, the government also directly stimulates demand for products 
incorporating new technology. Through procurement and other institutional 
programs, the government has helped launch new products and processes. The 
goal is to ensure the critical level of market penetration for new products 


necessary for domestic as well as export success. 


Other agencies and investors have been active in the financing of high 
technology industries. 


Although not exclusively directed at high technology firms, the federal 
government through the Federal Business Development Bank (FBDB) is 
providing further encouragement to venture capital investment. A new 
Investment Bank Division at the FBDB is helping to strengthen the equity base 
of Canadian firms, particularly small and medium-sized businesses. The 
investment banking service will complement those available in the private sector 


and will be offered with the Bank's traditional financing vehicles. 
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Several provinces have also established venture capital pools with the aim of 
encouraging the private sector to invest in small businesses. And Canadian 
venture capital companies themselves have played a major role. As of 1983 they 
hhave invested more than $500 million and the amount is increasing. 


It is encouraging to note that all types of investors are involved: pension 
funds, insurance companies, investment companies, major corporations, wealthy 
investors, and even trade unions -- for example, the Quebec Federation of 


Labour. 


Canadian stock exchanges have responded to the need for financing of smaller 
companies by easing minimum listing requirements. The Toronto Stock Exchange 
now has a high-tech index. With all the various programs in place, private 
investors have become more receptive to new equity issues of high technology 
firms. In 1983, 20 high technology companies raised over $225 million through 


initial public offerings. 


The principal resource of advanced technology firms is brainpower. Canada has 
a highly educated, skilled, and motivated labour force. We have world-class 
universities and scientists. Inexorable and rapid change, however, demands 
continued commitment and investment in high quality education and manpower 
training. We are addressing this challenge. Government manpower training 
assistance, research awards, and university/industry co-operative programs in 
support of technology development have been budgeted for over $330 million in 


1983/84, 


All of these encouraging developments should not blind us, however, to potential 
difficulties and challenges: the process of matching the investor with the 
inventor must be continually improved; fast growth will require higher levels of 
investment; international competition will intensify and export markets will have 


to be aggressively sought; highly skilled employees will be in greater demand 


and job training requirements will increase. 


Solutions will require the co-operation of the federal and provincial governments, 
venture capital firms, the underwriting community, stock exchanges, and investors. 
I believe the record shows an increasing level of constructive co-operation in 


this regard. And we will have to work more closelv together in future. 
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I have described a wide array of public and private sector actions which are ~ 
helping to improve Canada's R&D performance. According to the OECD, Canada 
ranked in ninth place among the member nations in 1983, up from twelfth place 
in 1982, in terms of R&D spending as a proportion of GNP. The fact is that 
Canade is among the leading nations in R&D in the world. Progress in recent 


years shows that we can do better. Indeed, we must. And we will. 


Nevertheless, we should not over-emphasize the numerical aspect of R&D 
performance at the expense of sound judgement on the quality of expenditures. 
We must remember that Canada does not yet have the large and well-developed 
manufacturing sector that is a key source of higher R&D spending in several 
other countries. We are trying to develop that sector, and there is a limit to 
the pace at which progress can be made effectively and efficiently. We also do 
not have the dominant defence industries establishment that contributes a 


substantial share to R&D performance in some other countries. 


We are not engaged in a contest to see how much money can be thrown at any 
and all R&D proposals in the shortest possible time. This is a challenge 
involving a high degree of selectivity and careful nurturing of promising 


enterprises, both in the private and the public sector. 


There is a real danger, for example, that badly-conceived or excessively 
generous tax incentives could produce not only diminishing returns but some 
net damage to the development of a strong and sustainable investor commitment 
to R&D. The challenge is not to develop a taste for ever more generous tax 
shelters -- goodness knows, that's a taste that needs no special help. What we 
are trying to do is encourage the taste for creative risk investments in the 
future of high technology in Canada. 


Recently there has been some brave talk about a promised dramatic increase in 
R&D expenditures, not to mention a variety of other government spending, to 


be carried out at the same time as the federal deficit is sharply reduced. 


A Conservative spokesman says that his party would spend an additional 
$2.5 billion a year on research and development by the end of the first term of 
a Conservative administration. I find this statement either naively or 


dangerously irresponsible, especially after that party claims to have studied and 
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formulated their policies with prudence. Given this statement, I will be 
particularly interested to see how that party tries to maintain a credible stance 
on the important issue of fiscal restraint. And when the Conservatives go on 

. to state that they would double R&D spending in their first mandate, I am 
inclined to quote the OECD economist whose comment was simply that not only 

has no country even done it in such a time frame, but it also took Japan 20 years 


to go from 1.4 to 2.5 per cent, which is not even doubling it. 


Let me just say that as Minister of Finance, I have worked, and will continue to 
work, to ensure a sound environment for investors. As noted by a Canadian 
Tax Foundation study, Canada already had one of the most generous sets of tax 
incentives for R&D even before the considerable improvements introduced last 
year. Of course, the revenues foregone through tax incentives have a direct 
bearing on the government's financial position which is itself a key factor in the 
investment climate. A strong and continuing measure of fiscal responsibility is 
vital to investor confidence. And that requires a high level of credibility in 
terms of the capacity to deliver on promised increases in spending at the same 


time as deficits are to be reduced. 


My budgetary policy has been founded on firm restraint and reduction of deficits 
_ over a period of several years. I can tell you today that we are on track and 


making good progress in that regard. 


As you may know, my budget forecast for the government's financial requirements 
for the 1983-84 fiscal year was $27 billion. I am pleased to report on the basis 
of the information currently available to us that we will be well within that 
forecast. Indeed, when the final audited public accounts figures are available, 

it is likely that we will be well below that estimate, possibly by as much as 


$1.7 billion. The government intends to build on that solid fiscal momentum. 


Let me say further than it has not been easy to restrain expenditures and 


borrowing requirements. The word "no" has been used often and to real effect 


in our drive to stay on a steady course of fiscal responsibility while serving 


the needs of economic development and social security. 
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High technology will play a key role in leading Canada's economy successfully 

into a new era of intense international competition. High technology innovation 
and application is crucial to Canada's effort to improve the productivity and the 
competitiveness of existing industries. It is essential to the maintenance of the 


social and economic well-being of all Canadians. 


From an individual private investor's point of view, there would not be much 
attraction in rushing in to serve these broad national purposes if there were 
not also the possibility of making some money in the process. I think it is 
important to emphasize the connection between the fact that high tech is at the 
leading edge of economic development and the fact that the industry offers such 


tremendous potential for growth and profits. 


From the standpoint of the private sector as a whole, however, there is an 
overriding consideration that determines the need for a continued increase in 
R&D investment. Beyond the attraction of future growth and profits, there is 
the fundamental question of survival in an economic sense. We cannot stand 
still in the kind of economic world in which we now live. In that regard, the 
private sector shares fully in the larger economic and social challenges. reflected 


in the R&D investment policies of the public sector. 


I am confident that Canada will meet the challenges and gain the benefits of 
technological progress. The road ahead is exciting and full of opportunities. 
They will be realized if the private sector continues to take the initiative and 
the public sector continues to create an attractive environment for that 


initiative. 
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Let me say first how much I appreciate the invitation to speak to you as 
members of the labour movement in Canada. As Minister of Finance, I have 
been acutely aware of the vital role of labour in meeting Canada's economic 
challenges. And I have been greatly impressed by the contribution of the 
Canadian Federation of Labour to the consultations that I have undertaken to 


help meet those challenges. 


Your voice has been heard on a wide range of issues, some of which I will 
touch on today. The principled and pragmatic approach taken by your leaders 
clearly demonstrates that labour's voice can and must be heard on all the major 
economic questions of our time. Workers have just as much of a stake in the 
investment behaviour of Canadian industry as do the corporation owners and 
managers. Workers have a right to be heard on questions of economic policy 


with every bit as much respect and appreciation as the business community. 


Indeed, those of you who make your living in the private sector have every 
reason to consider yourselves full partners in the business community in the 
broad sense of the term. Successful communities rarely consist of one interest 
or speak with one voice. What they can and must do is bring out the best of 
their many voices in an effort to promote the shared interests of all their 
members. On an economy-wide scale, that is the aim of the federal 
government's drive to build a new economic partnership of labour, business and 


government. We've reserved a seat at the table for labour 42 and, jt as, vital 


that you occupy it. 


The idea of partnership is founded on the fact that labour, business and 


government play separate and different roles in the economic arena. These 


They will not disappear, nor should they, simply 


Yet, there are still those in every sector who 


differences are fundamental. 


because the partners co-operate. 
act as if the survival of organized labour, business or any given government 


depended on widening the gulf among the major partners. 


The opposite is closer to the truth. The very survival of Canada as one of the 
world's successful economies depends on all of us working more closely together 
as partners in recognition of those common interests that unite us. The future 
in the labour movement, in business and in government belongs to those who 
understand that only by building strength together can we maintain the 


strength of our separate institutions. 


Today I want to discuss some of the basic steps that we are taking and must 
continue to take to build an economically strong Canada. A Canada that 
provides the new jobs and the rising measure of economic opportunity and 
security that we all desire. In the process, I want to focus on some basic 


questions of fundamental importance to the working people of Canada. 


Let's begin with the issue of inflation and the drive to improve Canada's cost 
competitiveness in domestic and foreign markets. Many commentators deal with 
this subject under the heading of "economic restraint" -- as if the economy 
would be more free to grow and prosper if we stopped worrying about inflation. 
Of course, the contrary is the case. Nothing restrains the growth of an 
economy more than a steady loss of its ability to compete for a share of 


markets. 


That is why the dramatic improvement in Canada's price and wage performance 
in the past two years has been so widely recognized as good news for all 
Canadians. We have seen an end to the destructive spiral of wages chasing 
prices chasing wages, relentlessly driving the rate of inflation higher, thereby 
eroding the value of your pay cheque. In the same way, Canada's competitive 


position suffers in a contest nobody can win -- not labour, not business, not 
government. 


Rampant inflation makes losers of workers who fail to outrun inflation and 
suffer the loss of purchasing power. But the biggest losers are those workers 
who lose their jobs, or are unable to find jobs, because Canada's economic 
position is damaged by a poor cost performance. For those without jobs, there 
is small consolation in knowing, for instance, that real disposable income -- the 
money you have left over after inflation and taxes -- has increased 60 per cent 


per capita in Canada since 1968, compared to about 35 per cent in the 
United States. 
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As those of you in the construction industry are aware, Canadians are 
competing not only with foreign countries for a share of valuable markets. The 
members of several construction trades have seen their share of the home repair 

and renovation market shrink over the years aS more and more people decided 
they couldn't afford to pay for professional help. 


My point is not to argue against pay increases. Quite the contrary. But we 
must all be aware that there are consequences to be faced when costs get out 
of line. Consumers, whether they be individual Canadians or foreign buyers of 
our goods and services, make hard-headed decisions when they spend their 
money. And that's what the country as a whole has done in deciding that the 


inflationary cycle must be ended. 


The government believes that these kinds of decisions are best carried out 
through the collective bargaining process. That is why we were willing to 
return to full collective bargaining for the federal public sector when the 6 & 5 
Program begins to phase out. At the same time, however, the government has 
served notice that public sector bargaining will be based on the same kind of 
realism that led Canadians to bring down the rate of inflation. To reinforce 


that determination, we have continued with tough guidelines for federally-regulated 


prices. 


We have come a long way back from the severe world recession that ended in 
late 1982. But we have a long way to go to spread the economic recovery into 
all sectors of the economy -- and few know that better than the members of 
Canada's construction unions. By working together to keep Canada 


competitive, labour, business and government can build new economic strength 


and new hope for Canada's unemployed. 


I want to turn now to the issue of unemployment which has been, quite 
rightfully, a major focus of concern during the recession and since. It is 
Canada's job creation record 


important to view this question in perspective. 
There 


has been the best among the major industrial nations over many years. 


are 3 million more Canadians employed now than in 1968 -- thanks to a rate of 


increase in employment growth far greater in Canada than in the other 


But we have also had the fastest growing labour force by 


essure on Canada's unemployment rate. 


industrial nations. 
far, and this has kept the pr 


I think it is useful to illustrate the effect of labour force growth. If Canada's 
labour force had grown at the same rate as that of the United States since 
1968, for example, there would have been almost one million fewer Canadians in 


the labour market in 1983 than there actually were. 


That smaller labour force would yield a hypothetical unemployment rate of 4 per 
cent instead of the 11.9 per cent we actually had in 1983. Of course, there is 
no certain way to calculate what the actual unemployment rate would have been 
in that circumstance because we know that many of the same factors leading to 

lower growth in the labour force would also have affected our economic growth 

rates and our abilitv to create jobs. But it does serve to demonstrate what is 

too often overlooked -- that there is a direct link between rapid labour force 


growth and higher than average unemployment rates. 


My point is not to defend a high unemployment rate but to emphasize the 
challenge we face in bringing it down. Because so many Canadians are seeking 
jobs, we have to work extra hard at producing and selling the goods and 
services which provide those jobs. Since the recovery began, more than 
390,000 jobs have been created. My budget of February 15 forecast that almost 
1.6 million jobs will be created in the next five years. That's a forecast, not a 
certainty. It means we can do even better than that if we make the most of 


Canada's human and natural resources. 


I don't have to tell you that Canada's economy depends a great deal on events 
beyonc Canada's borders and beyond Canada's control. The strength of the 

world recovery, interest rates in the United States and other countries and the 
success or failure of efforts to keep foreign markets open to Canadian goods -- 


these are all crucial influences on our economic situation. 


There are those who argue in effect that since Canada lives in a sometimes 
difficult economic world, the best policy would be to opt out of it, to build 
walls around the Canadian economy. Quite frankly, I can't think of a better 
prescription for economic disaster than a policy that tries to shut out a world 
that provides 30 cents of every dollar of income earned in Canada through 
exports; a world whose rapid technological advances promise to open up 
exciting new opportunities for all countries who play their part; and a world in 


which the reality of common economic interests is increasingly being recognized. 
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We have no choice but to make our way in such a world as best we can in all 
kinds of economic weather. And we can do so in the knowledge that Canada's 
long-term record compares well with that of any industrial nation, including the 
past decade of challenging international economic change. I believe the 


Canadian worker can meet and beat the best that our foreign competition has to 
offer. 


We've done well in the past. We can do well in the future if we devote our 
best efforts to the job. The challenge has been tackled in several ways in the 
budgets that I brought forward in the spring of 1983 and the winter of this 
year. For example, direct support for investment in future economic growth 
and for job creation now was provided through the $2.4 billion Special Recovery 
Capital Projects Program, very much along the lines suggested by your 
federation. This means Canadian workers on the job rigging steel, pouring 
concrete, building essential facilities for future economic development. More 


than $1.1 billion of the work is being carried out this year. 


In total the federal government will be spending more than $3.5 billion on 
Special Recovery Capital Projects and on direct job creation and job training in 


the current fiscal year. 


We also provided incentives valued at $2.4 billion for the private sector 


investment which is so crucial to Canada's economic future. 


At the same time, my first budget confirmed the government's determination to 
maintain the country's social security system in the face of intense financial 
pressure for the kind of cutbacks that have been made in other countries. We 


did not and we will not pull away the safety nets for the victims of economic 


misfortune. 


My second budget moved forward with far-reaching reforms to help provide all 
Canadians with a more secure future. We introduced a trail-blazing mortgage 


insurance plan to help homeowners cope with the fear of sharp increases in 


interest rates. We increased the Guaranteed Income Supplement for 750,000 of 


j j r-reaching reform of Canada's 
Canada's neediest pensioners as part of a fa g 


pension system to help Canadian workers provide for the future. 
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These measures and many more are evidence of the government's commitment to 
protect and advance the interests of all Canadians. I want to emphasize that all 
of our initiatives are founded on the need for Canadians to share, to work 


together and to succeed together through the partnership approach. 


No issue illustrates this better than the need to improve the productivity which 
is the basis of an improving standard of living. I talked a few moments ago 
about keeping Canada cost-competitive. It is elementary economics that the 
more we can produce and sell for every person working in Canada, the better 
the chance of being competitive and providing jobs for other Canadians. A 
company that can turn out 100 items per day for every worker it employs is 
going to have a tremendous advantage over one that produces only 50 items. 
The goods produced less efficiently may not be competitively priced -- even if 
the workers take pay cuts. And that means that their jobs would be in 
jeopardy. And when manufacturing jobs are threatened so are those of other 
Canadians in the service industries which depend on the personal spending 


power of Canadians. 


Rising productivity not only saves old jobs, it creates new ones. So there 
really is no choice. Either we succeed in the economic world by improving our 
productivity along with the qualitv and reliability of our products -- in 
competition with other countries --or we lose out. We can't be bystanders. 
And that applies to all of us, because all of us have a contribution to make to 


productivity. 


Encouraging gains were made in Canada's productivity during 1983, but they 
follow several years of relatively poor performance. Let's be clear on this 
point: poor productivity does not mean that workers are lazy. Productivity is 
a complex issue. The Canadian Manufacturers Association suggests the quality 


of management is the single most important factor. I am inclined to agree with 
them. 


From the start as finance minister I have emphasized the human dimensions of 
the productivity challenge. Some people have chosen to downplay the 
contribution that workers can make to better economic performance, arguing 


instead that it's the quality and quantity of investment in new machinery that 


= = 


largely determines productivity. Important as those factors are, the fact 
remains that the new economy in which Canada must compete successfully will 


rely as never before on the quality of human effort that goes into it. 


Productivity is well-trained workers, safe and clean working conditions and a 
flexibly-organized workplace that takes account of the human need for 
challenge, for incentive and for real opportunities to advance. Productivity is 
less work time lost to lockouts and strikes. In short, productivity is a 
reflection of the kind of good working partnership that we can develop between 


labour and management. 


As an integral part of this partnership, the Government of Canada has 
emphasized the need to open the door to labour to ensure that it has an equal 
voice in the resolution of major issues such as technological change and a fair 


share of the benefits of economic recovery. 


The new Canadian Labour Market and Productivity Centre is a forum in which 
the voice of labour will be fully heard on such fundamental issues. I am 
pleased to announce today that your president, Jim McCambly, is on the board 
of directors of the centre along with Budd Coutts of the Operating Engineers 
and Donald Whan of the Boilermakers. Labour representatives are being invited 
to join the boards of selected Crown corporations. New methods of co-operative 
productivity improvement will be tested in Crown corporations and the public 
service. A number of changes to the Canada Labour Code will improve 


occupational health and safety and raise standards in other important areas. 


My February budget introduced the Employee Profit Participation Plan as a 


further incentive for workers and managers to join forces in the drive to 


improve productivity and profits and to share the benefits. 


Life in the workplace requires innovative new approaches. Nevertheless, some 


in the labour movement see this as a threat to unions. On the contrary, it is a 


challenge the unions have to pick up, not one to be walked away from or 


resisted in a vain attempt to go back to the past. 
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The history of organized labour is one of accepting challenges. There is no 
reason why the collective bargaining process should not once again meet the 
test of change and actively encourage the more imaginative and more flexible 


approach that will help make the workplace a more successful place for labour 


and business. 


I am pleased to note that during consultation meetings, your suggestions have 
ranged over virtually the entire spectrum of issues and initiatives that I have 
discussed here today -- further evidence that the door is open to a full role 


for labour for those who choose to use it. 


As you are all aware, Canada is in the midst of a most interesting period of 
political change which will culminate in a federal election and the choice of a 
new government. You may also have noticed that the major issues in this 

period are economic issues of very basic importance to working people and to 


those who are seeking work. 
A great deal is at stake for all Canadians. 


One of the fundamental questions to be faced in the years ahead is whether the 
great progress we have made in terms of the basic social and economic security 
of individual Canadians can be preserved and enhanced. I know of no politician, 


at least in my party, who would answer no to that question. 


The government I represent has resolutely and steadfastly defended social 
programs from attack in Parliament and across the country. Our policies and 
programs are well known. We take pride in them, and in treating them as 


matters for full public debate. 


The labour movement has played a leading role in the collective social and 
economic progress of Canadians over the years. I believe you have an equally 
important role to play in making sure that all those who seek your support 
make themselves clear on such vital national issues as the future of Canada's 


medicare system, the unemployment insurance program and the total income 
security network. 


Such questions are too important to be left unanswered. There is too much at 


stake simply to trust in vague assurances that there is nothing to worry about. 


As finance minister, I have made fiscal responsibility a foundation for the 
budgets I have brought forward. We know we have to restrain and reduce 
government deficits now and in the years ahead, and we are on course in our 
plans to do just that. But I have made equally clear that social responsibility 
is part and parcel of fiscal responsibility. Indeed, being fiscally responsible 


would have little meaning, little value, if it did not have a social benefit. 


We have made good progress in recovering from the most severe recession the 
world has seen in the past 50 years. Canada will continue to move forward if 
we all work together to make it happen. But Canada can move forward only if 
the needs of ail Canadians are addressed together. And that cannot be done 
by withdrawing government support from essential economic and social programs 


at the very time they are most needed. 


In the same way, we cannot achieve our objectives by returning to the kind of 
scapegoat style of policy-making -- be it in government, business or the labour 
movement -- that makes it so easy to treat the needs and interests of others as 


more or less expendable in difficult times. 


That is not the spirit that built this country nor is it the spirit that will carry 


Canada into the better future that is within our grasp. 


I am confident that we will build that future by continuing to broaden the base 


of partnership among the major players in the national economy. I commend 


you for coming forward to do your part. And I invite all Canadians to do 


theirs. 
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CANADIAN LABOUR MARKET AND PRODUCTIVITY CENTRE BOARD APPOINTED 
a ee ENE PUARD APEOINTED 
AND ORGANIZATION LAUNCHED 


The Honourable Mare Lalonde, Minister of Finance, announced today the names 
of business and labour representatives who will comprise the Board of Directors 
of the Canadian Labour Market and Productivity Centre. (See list of names 
attached. ) 


The Canadian Labour Market and Productivity Centre was established on 
January 27, 1984, the result of a memorandum of understanding signed by 
Shirley Carr and Thomas d'Aquino, co-chairpersons of the labour/business 
founding committee which developed the concept of the Centre and recommended 
its implementation. Signing on behalf of the Government of Canada wézey “~. 
Mr. Lalonde, Regional Industrial Expansion Minister Ed Lumley, Latour Minist 
André Ouellet, and Employment and Immigration Minister John RoWeyts. << 


Mr. Lalonde stated that "the Centre represents an imaginative st 
the leaders of business and labour in Canada in addressing vital me 
affecting the labour force and productivity." He said that he was leased th 
the Government of Canada is able to support this initiative with fund? : 
that representatives of both the federal and provincial governments have been 
invited to join the board of the Centre." 


The Centre's board will include 12 representatives of labour and 

12 representatives of business. They will have full voting powers. Each 
province will have one seat on the board. The federal government will have 
four. And two representatives of the academic community will also be appointed 


to the Board by the business and labour representatives. 


Founding Committee Co-chairperson Shirley Carr, Executive Vice President of 
the Canadian Labour Congress, stated that "the Centre offers business and 
labour an opportunity to tackle problems that will lead to more jobs and +0 a 
more realistic treatment of the serious economic problems facing Canada. 


Founding Committee Co-chairperson Thomas d'Aquino, President of the Business 
Council on National Issues, said: "The Centre has a significant potential - but 
progress will be achieved only if business and labour learn to work towards ~ 
common goals with single-minded determination. This will require reconciliation, 
compromise, and positive political will.” 

re 


Ottawa, Canada K1A 0G5 


Canada 613 992-1573 


oe 


Nominees to the board were proposed to the government by members of the 
Founding Committee following extensive consultations with the constituent 


organizations. 


On the part of business, the organizations represented on the Steering Committee 
are the Business Council on National Issues, the Canadian Chamber of Commerce, 
the Canadian Federation of Independent Business, and the Canadian Manufacturers' 


Association. 


On the part of labour, the organizations represented are the Canadian Labour 
Congress and the Canadian Federation of Labour. 


The permanent board whose members are announced today will meet at the 
earliest convenient opportunity to select an executive committee, to approve an 
organizational plan, to set a work agenda, and to begin the selection of the 
Centre's permanent staff. 


The National Capital region will serve as the headquarters of the new Centre. 
The Board of Directors of the Centre will ratify this decision at their first 
meeting in Ottawa. 


For further information, contact: 


Pierre-Paul Proulx 
Acting Executive Director 
(613) 593-5101 
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Mrs. 
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Mr. 


Mr. 
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NOMINEES TO THE BOARD OF THE 


CANADIAN LABOUR MARKET AND PRODUCTIVITY CENTRE 


Donald E. Baker 


Frank P. Benn 


Rodrigue J. Bilodeau 


Valerie Bourgeois 


James M. Buchanan 


Shirley Carr 


Alton S. Cartwright 


Joseph Clark 


Marshall A. Cohen 


H. Clive Chalkley 


Budd Coutts 


. Kealey Cummings 


Mark Daniels 


Deputy Minister of Industry 
(Government of Prince Edward Island), 
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International Vice President 
Director, District 18 

United Food and Commercial Workers 
International Union, DON MILLS 


Chairman and Chief Executive Officer 
Honeywell Limited, WILLOWDALE 


General Vice President 
International Association of Machinists and 
Aerospace Workers, OTTAWA 


President 
Canadian Paperworkers Union, MONTREAL 


Executive Vice President 
Canadian Labour Congress, OTTAWA 


Chairman and Chief Executive Officer 
Canadian General Electric Company Limited, 
TORONTO 


Deputy Minister of Labour and Manpower 
(Government of Nova Scotia), HALIFAX 


Deputy Minister of Finance 
(Government of Canada), OTTAWA 


H. Clive Chalkley Associates, CALGARY 


Canadian Director 
International Union of Operating Engineers, 


TORONTO 


National Secretary-Treasurer 
Canadian Union of Public Employees, 
OTTAWA 


Deputy Minister of Labour 
(Government of Canada), OTTAWA 


Mr. 


Mr. 


Mr. 


Mr. 


Mr. 


Mr. 


Fernand Daoust 


Gérard Docquier 


. Mary Eady 


John P. Emerson 


Gordon N. Fisher 


Jean-Jacques Gagnon 


J. Peter Gordon 


Peter Grady 


Brien Gray 


. Wayne Green 


Yves Guérard 


James D. Hunter 


Nicholas Ignatieff 


+. Lave 


General Secretary 
Quebec Federation of Labour, MONTREAL 


National Director 
United Steel Workers of America, TORONTO 


Deputy Minister of Labour 
(Government of Manitoba), WINNIPEG 


President 
EPC Industries Limited, SAINT JOHN, N.B. 


President 
Southam Inc. , TORONTO 


Retired Senior Executive Vice President 
Alcan Aluminium Limited, MONTREAL 


Chairman and Chief Executive Officer 
Stelco Inc., TORONTO 


Deputy Minister of Labour 
(Government of Saskatchewan), REGINA 


Vice President and General Manager 
Canadian Federation of Independent Business, 
WILLOWDALE 


Assistant Deputy Minister, Manpower 
(Government of Newfoundland), ST. JOHN'S 


President 
Groupe Sobeco Inc., MONTREAL 


National President 
Canadian Brotherhood of Railway, Transport 
and General Workers of Canada, OTTAWA 


Assistant Deputy Minister of Labour 
(Government of Ontario), TORONTO 
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Mr. Albert Kennedy Assistant Deputy Minister, Support Services 


Division (Government of Alberta), 


EDMONTON 

Mr. Gaetan Lussier Deputy Minister of Employment and 
Immigration (Government of Canada), 
OTTAWA 

Mr. James McCambly President 


Canadian Federation of Labour, OTTAWA 


Mr. Donald R. McKenzie President 


Consolidated Parts Distributors 
of Canada Limited, WINNIPEG 


Mr. Stanley F. Melloy Chairman 
Continental Bank of Canada, TORONTO 


Mr. Fred Pomeroy President 
Communications, Electronic, Electrical, 
Technical and Salaried Workers of Canada, 
OTTAWA 


Mr. Robert Saunders President 
Smith Brothers & Wilson, VANCOUVER 


Mr. Norman Spector Deputy Minister, Office of the Premier 
(Government of British Columbia), VICTORIA 


Mr. William Teschke Deputy Minister of Regional Industrial 
Expansion ‘(Government of Canada), OTTAWA 


Mr. Donald Whan International Vice President 
International Brotherhood of Boilermakers, 


EDMONTON 
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FINANCE MINISTER INITIATES CONSULTATIONS ON TRANSFERABILITY OF 
$$ ee ME HAND PERADILITY OF 
TAX DEDUCTIONS 


The Honourable Marc Lalonde, Minister of Finance, today announced he is 
initiating consultations on tax provisions enabling firms to obtain more immediate 
offset against taxable income for tax deductions and losses incurred. The 
consultations will also deal more generally with the ability of taxpayers to take 


full advantage of the incentives contained in the corporate tax system. 


"The process followed in developing several recent tax initiatives has 
demonstrated the importance of consultations with representatives of those 
affected to obtain their views and experience before any changes are 
proposed," Mr. Lalonde said. "Accordingly, I have asked my officials to 


conduct a series of consultations to ensure a thorough review in this area and 


to develop proposals." 


Mr. Lalonde said: "I have received taxpayer representations in a number of 
areas, including the need for consolidation of incomes and losses for tax 


purposes within corporate groups, and changes to the rules affecting the tax 


treatment of equipment leasing. While sympathetic to these concerns, given the 


importance and complexity of tax policy issues, I feel it important to gather 


1 " 
further information in order to determine the necessary changes. 


In 1977 important tax changes were made to allow one corporation to deduct the 


° s + 
losses of another on amalgamations or wind-ups. More recently, the tax 


provisions relating to the deduction of losses by corporations have been further 


Ottawa, Canada K1A 0G5 


Canada . 613 992-1573 
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liberalized by the April 1983 budget. These changes include extended 
carryovers of losses and tax credits from one year to reduce tax in other 
years, the special recovery refundable investment tax credit, the special 
recovery share-purchase tax credit, and the scientific research tax credit. 
These measures allow firms in a non-taxable position to receive more immediate 


benefits from their losses and tax incentives. 


Mr. Lalonde noted: "Nevertheless, I am concerned that Canada's tax rules in 
these areas may still be more restrictive than those of some other countries ~ 
such as the United States and the United Kingdom. I believe that further 


initiatives are needed in this area." 


The Minister said that the study must also be concerned with complexity of the 
tax law. "While it is possible that changes in these areas could simplify 

business operations by reducing the need for complicated arrangements simply 
for tax purposes, it is important that new rules proposed do not in themselves 


add to tax complexity." 


He stated that the most pressing issue is that of barriers to the transferability 
of tax deductions and tax losses that can arise within groups of companies with 
common ownership. The Minister said he intends to introduce a mechanism into 


the tax rules to deal with this particular issue at the earliest opportunity. 


Further information: 


David Holland 
(613) 992-1282 
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Thank you very much for your kind invitation to address your annual 
convention. I understand that this is the first time you have held your 
convention outside the United States. Accordingly, I wish to extend an 
especially warm Canadian welcome to all of you. I hope that you will have 
ample opportunity during your stay to enjoy some of our hospitality and to join 


the City of Toronto in celebrating its 150th anniversary. 


Your coming to Toronto follows a long tradition of American visits, dating back 
to the days when Toronto was known as the town of York and the province of 

Ontario was called Upper Canada. One of the most noteworthy visits took place 
more than 170 years ago when the American military decided to hold a 

different kind of convention here for an extended weekend. In their apparent 

exuberance they succeeded in destroying the Parliament Building and several 


other town landmarks. 


Happily, conventions are not quite that boisterous anymore. And if I have 
exercised some licence in my allusions to the American occupation of York 
during the War of 1812, it is simply as a way of underscoring that our 


respective histories have been intertwined for a long time. 


The fact that your association has chosen Toronto for your convention 
epitomizes the special nature of the relationship that has grown up between our 


two countries. That relationship is characterized by a time-honoured bond of 


friendship. 


But it is a relationship that goes far beyond neighbourliness, however warmly 


felt. The linkages between us are extensive and run deep. Our private 


Canadian and American businesses have 
The 


sectors are largely integrated. 
invested enormous sums of money on the other side of the border. 


United States is Canada's largest export market, as we are the largest market 
for the U.S. Our financial markets are highly interrelated. In fact, we are 
coming to realize that our relationship is more than one of interaction; it is 


increasingly one of interdependence. 


It is fair to say that given our difference in size and economic influence, 
Canada's dependence is the greater. The business and financial climate in 
Canada is sensitive to the developments in the American economy, developments 


we always follow with studious interest, and sometimes even with concerns as 


well as admiration. 


The United States also relies on Canada to help fuel its economy. The U.S. 
needs to import Canadian products. America benefits from Canadian 
investment. In short, America too has a particular interest in economic and 


financial developments in Canada. 


As bankers, you know that the competitiveness of financial institutions, at home 
and abroad, rests largely on the strength and well-being of the economy. 
Today, therefore, I should like to review the economic progress of the Canadian 
economy in relation to that of the United States, and then to discuss some of 


the developments in our financial sector. 


Canada's economic recovery has contributed in a major way to making the North 
American recovery a leading world force since the recent recession. From the 
fourth quarter of 1982 to the fourth quarter of 1983, real GNP rose 6.6 per 
cent in Canada in comparison to 6.2 per cent in the U.S. It is generally 
agreed that in Canada the more moderate pace of growth of the fourth quarter 
of 1983 will continue through 1984, unlike the situation in the U.S. where a 


renewed surge of rapid growth has been recorded in the first quarter of 1984. 


The annual World Economic Outlook of the International Monetary Fund expects 
Canada's economic performance in 1984 to be significantly better than the 
average for the major industrial nations in a number of important categories. 
These include increases in real GNP, real domestic demand, employment and 
exports. The most recent OECD Economic Outlook held a similar view of 
Canada's prospects. I share the view that Canada's economic performance will 


continue to rate highly among the major industrial nations. 
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In Canada we seek to promote continued economic growth at a pace consistent 
with the control of inflation and the lowest possible interest rates. From a 
policy standpoint, while the sprinter's acceleration is appealing, the long 
distance runner's more sustainable pace is a surer bet. 


Canada's competitive position has been improving since the recovery began, 
assisted greatly by a dramatic fall in our rate of inflation. For example, our 
rate of inflation as measured by the GNP deflator reached 3.8 per cent in the 
fourth quarter as compared to 4.1 per cent in the United States. Productivity 
has risen substantially -- up 3 per cent in the fourth quarter compared with a 
year earlier. Manufacturing productivity rose almost 7 per cent -- the best 
performance in 13 years. Unit labour cost increases have been moderating -- 
to a level of only 0.4 per cent higher in the fourth quarter over a year earlier 


as against 2.5 per cent in the United States. 


Canada's merchandise trade surplus was at a near record $18 billion in 1983. 

We have started off 1984 on the right foot with an average trade surplus of 
nearly $17 billion at annual rates in the first quarter. Canada's overall current 
account continued to show strength in 1983 with a $1.6 billion surplus, the 


second highest on record, a dramatic contrast to U.S. experience in recent 


times. 


Against this background, it is clear that the recent downward drift of the 
Canadian dollar against the U.S. dollar does not reflect fundamental weakness 
in domestic economic performance. The movement of the Canadian dollar 
underlines the extent to which Canada and other industrial nations are linked to 
the United States capital markets and hence U.S. interest rates. The recent 
edging upward of interest rates in the United States expresses the concern that 
economic growth now exceeds a sustainable pace in the U.S. This fear is of 
course closely related to concerns about the U.S. government deficit and to the 


risk that overly rapid growth would create rising inflation and crowding 


pressures in capital markets. 


Although we in Canada have some flexibility in designing monetary policy apart 


from external considerations, the interdependence of our economies and 


openness of our capital markets does not allow substantial divergences over long 


periods. 


=a — 


It is sometimes said Canada could have substantially lower, "homemade" interest 
rates. This view ignores the reality of Canada's open economy, including the 
fact that capital flows would quickly reflect the interest rate disincentive. 

Some people even argue that a cheaper dollar should be promoted as a means of 
reducing interest rates. They forget that capital markets and domestic and 
foreign investors can exact a hard price. Higher inflation, higher interest 
rates and potentially serious financial market uncertainty would be the results. 
The Government and the Bank of Canada will continue to follow a prudent 
course, including continued resistance to sharp downward movements in the 


exchange rate and continued attempts to moderate interest rate movements. 


Government deficits in Canada cannot be ignored, and are not being ignored, 
even when their impact is overshadowed by that of the U.S. federal deficit. 

Canadians have learned that they must put their economic house in order to 

hold their own in a tough world. This includes making sure that the public 

sector demand for borrowed capital does not impede the private sector as its 
need for capital increases. Our last two federal budgets confirmed the 


government's present course of steady reduction of the deficit. 


Business investment in Canada has been slow to recover from the recession. 
This is not surprising in several respects -- not the least being that investment 
was so strong in Canada for many years prior to the recession. The greater 
severity of the downturn in Canada was harder on consumer demand and on 
business balance sheets. Consumer demand has, however, now added muscle to 
the recovery, balance sheets are improving rapidly and stronger investment will 


follow. 


The outlook for the years ahead is one of attractive investment opportunities in 
Canada. We expect to see healthy business investment performance, including 
foreign investment. I would note that despite Canadian interest rates being low 
in 1983 by historical standards in relation to those in the U.S., there was a net 
long-term capital inflow of $2.8 billion into Canada. Such figures reflect not 
only the basic advantages that Canada offers as a place to invest, but also our 


welcome to new investment bringing benefit to Canadians. 
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This welcome we have recently extended to the foreign banking presence, 
including a strong U.S. contingent. Last month the government introduced 
legislation to increase the ceiling on the assets of foreign bank subsidiaries to 
16 per cent of the total domestic assets of the Canadian banking system. That 
is double the previous ceiling. The new 16 per cent ceiling would immediately 
remove the current constraints preventing the further growth of foreign bank 
subsidiaries and will allow them to grow, to continue to serve Canadian 
business, and to contribute to the healthy and beneficial competitive atmosphere 


in our banking industry. 


While the Government is moving to raise the domestic asset ceiling, we are not 
yet prepared to remove it altogether. The new ceiling should provide foreign 
bank subsidiaries ample room for expansion until the next revision of the Bank 
Act in 1990. The question of whether the ceiling should be eliminated 
completely raises important questions which will be considered in the context of 


a thorough review of financial institutions legislation. 


Such a thorough review is now underway. Last December I announced the 
creation of an industry advisory committee to study the evolution of our 
financial sector and to advise me on appropriate directions for change. That 
committee is now in the midst of its work. The need for a comprehensive and 
incisive review became pressing in the wake of the manifold and accelerating 


changes in the domain of financial institutions. 


The U.S. financial system has also been passing through a period of rapid 
change, becoming the crucible for some of the most dramatic developments in 
The blurring of distinctions within the financial system is 


The corresponding diversification of one type 


financial services. 


occurring in both our countries. 
of institution into areas formerly the preserve of another, have at times given 


the impression of a free-for-all among financial institutions. 


ge has characterized both countries, the pace and focus of 
This reflects both the fundamental difference 


While increasing chan 


regulatory change have differed. 


in the structure of our respective financial systems and the differing 


jurisdictional superstructures governing financial activities. 


oa a 


For those of you unfamiliar with the Canadian financial system, let me make just 
a few points to set the scene. While there are many similarities between the 
Canadian and the American financial systems, there are fundamental differences 
in structure, especially in banking. Thus in Canada, for example, the banking 
and trust functions are separated, unlike the joint operation of those functions 
in the United States. A major difference is that we have always had nationwide 
branch banking in Canada. As a result, we have fewer banks which are much 
larger than all but a handful of banks in the United States. In the U.S. there 
are more than 14,000 banks. In Canada, we have only 71, but these have 
7,300 branches spread right across the country. Even though there are 

58 foreign banks now operating in Canada under federal charter, five of the 
major Canadian banks represent about $0 per cent of the Canadian banking 


market. 


There are also important differences between the state-federal jurisdictional 
sharing in the U.S. and the federal-provincial arrangements here in Canada. 
The overlapping regulatory regimes in the United States have often led 
institutions to choose the regulator of least resistance in an effort to expand 
activities. In Canada, there is less room to avoid regulation since banks, our 


largest financial institutions, are regulated solely by the federal government. 


Because of the dramatic nature of the current U.S. move to deregulate financial 
institutions, Canada is sometimes assumed to be a follower rather than a 
pathfinder. This is not so. The fact is that Canada moved to deregulate some 
time ago. The Porter Commission, a watershed study in Canadian finance, made 
numerous recommendations to increase competition and loosen regulatory ties. 
This was twenty years ago, a time when, in retrospect at least, there was 
relative economic calm and order. Acting on those recommendations, the 
government removed interest rate ceilings; gave greater access to mortgage 
markets to the banking system; banned tied arrangements between banks and 
trust companies; and made other changes in this spirit. At that time it was 


possible to phase in the changes and preserve an element of order in the 
transition. 
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By contrast, the United States chose to maintain interest rate ceilings and to 
try to protect markets such as the mortgage market for smaller institutions, 
namely the thrift institutions. In the 1970s, sharply rising interest rates 
wreaked havoc on this regulatory structure as market interest rates moved 
above the regulated maximums for deposit rates. Many institutions were 
brought to the brink of insolvency. When the U.S. authorities finally moved to 
deregulate, it was done in a crisis atmosphere, a situation we were able to 
avoid in Canada. 


Regulatory change itself has been one of the prime agents leading to the 
blurring of distinctions in Canada. That is why I attach great importance to a 
comprehensive approach in assessing what regulatory changes are desirable. 
Given the interrelated, interdependent nature of the financial services sector, 
legislators can never predict with certainty what events will transpire as a 
result of a regulatory change. We cannot anticipate with certainty what will be 


the chain reactions. 


We can be fairly certain, however, with the benefit of hindsight, that regulatory 
change can foster conditions that will lead ultimately to pressure for further 
regulatory change. For example, the large and highly competitive presence of 
Canadian chartered banks in consumer and mortgage lending, the major activities 
of the near banks, is clearly a factor impelling the near banks to seek new 
growth opportunities in other markets, particularly in commercial lending. 

Thus the regulatory changes which removed the barriers on bank entry into 
consumer and mortgage lending markets have in turn generated pressure to 


remove constraints on the commercial lending activities of the near banks. 


A comprehensive approach to regulatory change is especially important today 
because the various institutions have such a large stake in any sequential 


In the technically sophisticated, rapidly adapting financial world of 


changes. 
And a significant competi- 


1984, new opportunities tend to be quickly seized. 
tive advantage can rest with those financial institutions which are given priority 


in regulatory change. 
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The challenges to policymakers in both Canada and the United States are 

clear -- that is, to allow market forces to function freely and to enable sensible 
adjustments to take place; but as important, to ensure that changes do not 
diminish the protection that public policy has provided the "little guy" or 


weaken the public confidence and trust in our financial institutions. 


At the outset, IJ spoke of the broad trend toward a more interdependent 
economy between our two countries. The activities of financial institutions 
mirror this broad trend. Canadian financial institutions have developed 
extensive operations abroad. In banking, for instance, about 40 per cent of 
bank assets are in foreign currencies, primarily in U.S. dollars. Most of the 
foreign business is done in the U.S., with other important markets in Western 
Europe, Latin America and the Pacific. Indeed, some have said that our large 
banks have effectively shifted from being Canadian banks doing business 


internationally to international banks with a Canadian base. 


The extent of foreign participation in Canada's financial system varies with the 
type of institution. As I have mentioned, the foreign share of Canadian banking 
has been historically low, but is now being encouraged to increase. One-fifth 
of the life insurance in force in Canada has been written by American and 


British-based companies. 


From Canada's perspective, we see much that is salutary in the greater 
internationalization of financial services. And we see an important role for 
American firms operating in Canada. Your presence is indeed one way of 


ensuring that our domestic institutions continue to be competitive. 


But American companies operating in Canada and Canadian companies operating 
in the U.S. and abroad serve many other mutually beneficial roles. They can 
be conduits for new technology, new ideas and innovative practices. And while 
there are alternative channels for the introduction of new techniques, 
first-hand experience and familiarity with them make for an easier and more 


convenient transfer. 


- 9 - 


The presence of our financial institutions on each other's home turf and abroad 
also improves the chances our exporters of non-financial products have to 
increase access to foreign markets. For Canada's part, the first-hand 
familiarity and understanding of foreign markets possessed by foreign 
institutions operating here, and by Canadian institutions operating abroad, can 
play an important role in gaining Canadian firms entry to those markets. And 


the same applies to American institutions operating in Canada and abroad. 


We cannot underestimate either the importance or the mutual benefit our nations 
stand to gain from stronger international presence in the financial sector. The 
emerging global economy offers a wealth of new opportunities that our financial 
institutions can turn to their advantage. Innovation and the ability to adapt 
are the keys to success in the new era. In recent years, innovation and an 
ability to adapt have become virtually the trademark of the financial services 
industry in our respective countries. I am confident, therefore, that not only 
continued, but also expanded strength of the financial sector in both Canada 


and the United States is assured. 
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The Honourable Mare Lalonde, Minister of Finance, announced today that 
effective June 1, 1984, the rate of return on the last two series of Canada 
Savings Bonds [Series 37 (1982/83) and Series 38 (1983/84)] will be increased 
to 10.25 per cent per annum, from 9.25 per cent, for the five-month period 
ending October 31, 1984. All other terms of Series 37 and Series 38 remain 
unchanged. The rate of return payable starting November 1, 1984 will be 


announced when the terms of the new Fall series are made public in October. 


With this increase the annual rate of return on these two series for the year 
which began November 1, 1983 will be 9.66 per cent - interest at the rate of 


9.25 per cent per annum for the initial seven months and 10.25 per cent for the 


remaining five months. 


Mr. Lalonde said that this new attractive rate will help restore the competitive 
position of these two series and takes into account recent changes in rates 
payable on short term savings instruments. He emphasized that this increase 
reflects the government's continuing commitment to ensure that over time 


investors holding Canada Savings Bonds receive a fair rate of return. 


Payment of the higher return on Series 37 and Series 38 will vary according to 


the type of bond held. 


Regular Interest Bonds will now earn 9.25 per cent per annum for the 
seven-month period beginning November 1, 1983 and 10.25 per cent 
per annum for the five-month period beginning June 1, 1984. As a 


result, holders of Regular Interest Bonds will receive an annual 


interest payment of $96.67 per $1,000 bond on November 1, 1984. 
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For Compound Interest Bonds, regular annual interest now 
accumulates at 9.25 per cent per annum for the seven-month period 
beginning November i, 1983 and 10.25 per cent per annum for the 
five-month period beginning June 1, 1984. In addition, for Series 37 
interest will compound at the rate of 9.25 per cent per annum for the 
seven months starting November 1, 1983 and 10.25 per cent per 
annum for the five months starting June 1, 1984. As a result, a 
$1,000 Compound Interest Bond of these series will now have the 


following values: 


Series 37 Series 38 

(1982/83) (1983/84) 
November 1, 1984 $1. 228227 $1,096.67 
November 1, 1985 1,332.67 1,173.43 
November 1, 1986 1,445.95 1,255.57 
November 1, 1987 1,568.85 1,343.46 
November 1, 1988 15702920 1,437.51 
November 1, 1989 1,846.89 1,538.13 
November 1, 1990 - 1,645.80 


There are no changes to the other outstanding unmatured series. These bonds 
continue to earn interest at the rate of 10.50 per cent per annum for the year 
ending October 31, 1984 and the rate of 10.50 per cent is also the minimum rate 


for subsequent vears to maturity. 
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FEDERAL PAYMENTS TO QUEBEC TO INCREASE THIS YEAR 
EE PD TAL 


The Honourable Marc Lalonde, Minister of Finance, said today federal cash 
payments to Quebec for the current fiscal year will total nearly $5.9 billion, 
more that $220 million higher than the payments for 1983-84. 


He rejected the claim by Quebec Finance Minister Jacques Parizeau that federal 
transfers to Quebec will decline by $100 million this year. The assertion was 
made in the Quebec budget speech on Tuesday night. 


Mr. Lalonde pointed out that during 1983-84 Quebec received $334 million in 
upward adjustments to transfer payments that had been made in previous years. 
The adjustments, based on data that only became available in 1983-84, were 
completely unrelated to the transfer payments made for 1983-84. 


"Mr. Parizeau has resorted to some strange arithmetic to come up with his claim 
that Quebec will receive lower federal transfers for this year than it did for 
last year," Mr. Lalonde said. "In fact, cash payments alone are higher by 
$220 million and Mr. Parizeau's own budget documents show the federal 
government will provide 28 per cent of Quebec revenues in this fiscal year." 


The largest component of cash transfers to Quebec is the federal fiscal 
equalization payment. This will exceed $3 billion for this fiscal year, double 
the amount of just six years ago. The Quebec share of total equalization 
outlavs by the federal government since a new formula was adopted in 1982 has 
been 57 per cent, the highest level it has ever reached. 

"Given these facts, it is hardly credible for Mr. Parizeau to talk about a 
federal plot to destabilize Quebec finances," Mr. Lalonde said. 
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Thank you. It is my pleasure to be here today and to speak to you on a 
matter which is of great interest to all of us. I refer to changes in our 
financial services industry and its regulatory structure. This subject has 
received wide discussion in the recent past, both at meetings such as this 
where concerned industry professionals gather, and in the media. Briefs have 
been submitted to the federal and provincial governments. As well, numerous 
individuals have written to make their personal views known. It is fair to say 
that changes in the financial sector and regulatory reform are now more 
prominent than perhaps they have been at any time since the dramatic financial 


developments of the 1930s. 


As you are all aware, some months ago I invited a number of people, drawn 
primarily from the financial industry, to join an advisory committee to provide 
ideas and information. It is an informal group, not of course intended to frame 
public policy, but to debate and synthesize current opinion and to sort out 
some of the thorny issues. With such knowledgeable people participating, the 
issues confronting both the financial institutions and the policy-makers are 


getting a thorough airing. 


During the past few months, I have had the benefit of these discussions and 
have been impressed both by the remarkable scope of the changes which have 
been envisaged by some and also by the difficulties and complexities of the 
issues that will have to be dealt with as the process of change unfolds. I 
would like to touch on some of these matters in my remarks today. In 
considering changes to the legislative and regulatory structure within which the 


financial industry operates, the views of all segments of the industry will, of 


course, be given close scrutiny. In this regard, your Association has 


submitted a challenging brief with respect to federal insurance legislation. I 


should also like today to address some of the points raised in that brief. 


Before responding to it specifically, however, let me speak to several more general 
propositions. For one thing, all of us are seeing financial institutions these 

days from a new perspective. Perceptions have altered and while the changes 

may be hard to describe, they're nonetheless real. Old stereotypes about 
financial institutions are being eroded as new ideas gain force. And those new 
ideas will be given full consideration in the coming months as changes are 
considered. I believe I can say with confidence that we will not be hide-bound 


by the past. 


One of the most important of the new perceptions, and one with which I think 
most of you would agree, is that one sector cannot be regulated in isolation from 
the others. In our complex system, the various types of financial institutions 
are too interdependent for unrelated and unco-ordinated regulation. It was once 
possible at least to contemplate regulatory changes on an institution-by- 


institution basis. This is not the case any longer. 


Finally, the political will to go forward with regulatory changes is there. This 


is a point on which all sides agree. 


The issue of regulatory change is sufficiently complex that it may be useful to 
outline the general framework in which public policy operates so that some of 
the issues are made clearer. As we are all aware, financial institutions are 
perceived as being much more closely supervised and regulated than any other 
private sector corporations. This is an accurate perception as, over time, a 
complex regulatory structure has developed, reflecting both the central role of 
the financial sector and its unique position of trust in handling large amounts 


of money belonging to the general public. 


Initially, the focus of public policy was almost exclusively on avoiding the 
difficulties associated with the failure of a financial institution -- or worse -- 

the yet more serious implications arising from instability of the financial system 
that could result from a series of failures. In seeking to prevent failures, 

public policy has attempted to control the degree of risk-taking by institutions 
and to prevent fraudulent behaviour. To this end, the legislative and regulatory 


structure has tended to focus on limits on borrowing and lending powers in the 
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case of deposit-taking institutions and on investments and actuarial reserves in 


the case of life insurance companies. In addition, detailed operating procedures 
were prescribed. 


For a number of reasons, including the quality of supervision, widespread failures 
in the financial sector have been avoided. Moreover, the development of more 
sophisticated financial markets has undoubtedly reduced the need for many of 

the more restrictive provisions in the legislation as the capacity of institutions 

to weather short-term disturbances has improved. 


While solvency remains the primary concern of public policy, a number of other 
concerns have become increasingly prominent in recent decades. These include 
competition and efficiency in the financial system, the potential conflicts of 

interest that are implicit in various combinations of financial activities, and the 


role of foreign-controlled institutions. 


Virtually all legislative changes since the report of the Porter Commission in 
1964 have had increased competition as one of their key objectives. In most 
instances, this has involved the removal of operating and liquidity constraints 
that were deemed no longer necessary for achieving objectives relating to 
solvency of institutions and the protection of the public. This trend was 
reflected, for example, in the amendments to the life insurance legislation that 
took place in 1965, 1970 and 1977. Life insurance companies were authorized to 
establish segregated funds and mutual funds to enable them to compete more 
effectively for the savings dollar. Rules regarding investments were relaxed. 
There was a significant easing of the requirements concerning the calculation of 
actuarial reserves which resulted in considerable surplus relief. These changes 
allowed life insurance companies to grow at a faster rate and to compete more 


vigorously than would have otherwise been possible. 


Clearly competition is a good thing, for savers, for borrowers, and for the economy 
The legislative structure should make every effort to permit 


in general. 
The one caveat that must apply, 


institutions to compete as freely as possible. 


however, is that the other public policy objectives must also receive full 


consideration . 
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These other objectives are not always compatible and the criteria favouring one 
over another are not always clear. Conflict of interest, for example, is often a 
difficult concept. Moreover, the implications of a potential conflict are not 
always self-evident. There are two main public policy concerns raised by 
conflicts of interest: to minimize economic inefficiencies in the allocation of 
searce funds among borrowers and to maintain public confidence in the financial 
system by providing assurances that abuses will be controlled. In the latter 
instance, it is as important that the system be perceived to function fairly as it 


is that it actually does. 


Potential conflicts of interest exist in a variety of situations. However, unlike 
the situation in regard to a bank where there is clearly a potential conflict of 
interest between corporate lending and, say, distributing corporate securities, 
or a trust company, where there is also a potential conflict between fiduciary 
activities and corporate lending, the potential for conflict of interest in the 
various activities traditionally undertaken by a life insurance company is not as 
great. Nevertheless, there are some. For example, given the recent problems 
in the trust and loan industry, most persons recognize the problems that can 
arise when a shareholder seeks to invest policyholders' money in projects in 
which he or she has a financial interest. A decision whether to allocate a 
specific investment to the company's general fund or to one of its segregated 
funds can also involve a potential conflict of interest. Finally, if life insurance 
company investments were to be specifically allocated between the participating 
policyholders' fund and the non-participating policyholders' fund, we can also 


envisage a potential conflict of interest, particularly in a stock company. 


Judgements must often be made to determine which is worse -- to live with the 
conflict of interest or to eliminate the potential for that conflict but thereby 

also reducing competition or the efficiency of the regulated company. There 

are some cases where it is reasonably clear -- most Canadians, for example, 
would not be comfortable with having their life savings invested in a gold mine 
owned by their financial institution. There are other cases where there may be 
a potential conflict of interest which may not matter very much or which cannot 
be resolved without inordinate costs. An example of this latter type of conflict 
is that faced by any institution which has company funds and also manages funds 


for others, such as the life insurance company which also manages a segregated 
fund. 
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It is impossible to devise a regulatory structure which avoids all conceivable 
conflicts of interest. It is undoubtedly unproductive to build in constraints on 
a wide range of the types of conflicts that could arise. However, we cannot 
ignore the potential for conflict of interest in re-examining our regulatory 
structure. 


The question of foreign ownership in the financial sector is somewhat different. 
There is a range of opinion regarding the net benefits of permitting increased 
foreign ownership. Increased foreign participation has a clear potential for 
increasing competition. It also has rather less tangible costs associated with 
giving up some degree of control over a key sector that has traditionally been 
under Canadian control. As always, there is a middle ground, and one's 
position will reflect a number of factors, particularly one's views on foreign 


ownership in general. 


In the case of the life insurance industry, non-residents have been active in 
Canada since before Confederation. Action was taken in the 1960s to prevent 
foreign takeovers of Canadian-controlled companies, but non-residents continue 
to have freedom of access to the Canadian market either on a branch basis or 
through a Canadian subsidiary. There is little doubt that the non-resident 
involvement has created a more active and competitive market which has worked 
to the advantage of the consumers. And Canadian-controlled companies have 
continued to prosper and survive. Indeed, it may well be that the Canadian 
life insurance industry should be regarded as a model of the benefits that can 
be derived when non-residents are given freedom of access to the Canadian 


market in circumstances where some controls are in place to preserve some 


measure of Canadian control. 


Bearing the general policy issues in mind, I should like now to address some of 


i i i iation' i federal insurance 
the issues raised in your association's brief on changes to edera 


legislation. The brief, which is comprehensive and well presented, covers four 


main subjects: extended powers, corporate governance, investment matters, 


and general amendments. 
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While I cannot today be as specific as I might wish to be with respect to the 
nature of extended powers that might be contained in any new legislation, I should 
like to note that I sympathize with your industry's desire to expand its areas of 
activity in the financial services area. The life insurance industry has played 

a vital role in enabling Canadians to provide and plan for their own financial 


security. Regulatory barriers should not diminish its competitive possibilities of 


continuing to do so. 


With the exception of some limited activities that are closely related to the life 
insurance business, the industry is proposing that it be permitted to expand its 
activities in the financial services sector through associated or subsidiary 
companies. The brief does not make it clear what exactly non-insurance aspects 
of the financial services sector the life insurance industry has in mind for its 
proposed subsidiary operations. One important area that many of you have in 
mind is that of selling short-term debt instruments and perhaps even accepting 
deposits. Indeed, many of the short- term deferred annuity contracts currently 
being sold by life insurance companies are almost identical, from a contractual 
benefit point of view, to term deposit instruments offered by trust and loan 


companies. 


This type of development raises a number of important issues for the degree of 
regulation that is both desirable and possible. For example, over the years, 
we have come to understand how to regulate deposit-taking institutions and 
insurance companies when these are separate entities. If these activities are 
combined within one corporation it is not immediately clear that the regulatory 
problems would still be the same. In a subsidiary structure, with no inter- 
action among the component firms, the situation would of course be the same as 
is currently the case. However, if no interaction is envisaged, it is not clear 
what are the benefits to the expanded powers which corporations are seeking. 
If there is some degree of interaction among component firms, then some 


regulatory problems would clearly seem to arise. 


For life insurance companies, the development of subsidiaries raises the 
question of just how much of the money provided by policyholders should be 


permitted to be invested in new business activities. I am glad that the 
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Association has addressed this issue. Clearly from the point of view of 
solvency and, in the case of participating policies, dividend expectations, there 
needs to be some limit on the amount of policyholders' funds that are used to 
develop new business activities. This is an issue that will certainly continue to 


have to be discussed during the preparation of new legislation. 


Another example of the kind of problems thrown up by these considerations 
concerns capital and surplus margins. Traditionally, in the trust and loan 
legislation, capital and surplus margins have been imposed by virtue of limiting 
the extent of a company's liabilities to a multiple of its capital and surplus. 

For life insurance companies, there has been no requirement for a minimum level 
of capital and surplus in terms of any proportion of liability. Instead, it has 
been assumed there would be reasonable margins in the actuarial liabilities and 
that companies would keep appropriate margins of capital and surplus. For the 
property and casualty companies, a different approach was adopted requiring 
capital and surplus margins of a certain proportion of liabilities. Should there 
be uniformity to the approach of minimum capital and surplus if the life 
insurance companies get deeper into the short-term deposit business? Is there 
any justification for a different approach to capital and supply margins than the 


one traditionally used for deposit-taking institutions? 


Certainly the issue of minimum continuing capital and surplus requirements for 
life insurance companies will have to be addressed. We do not pretend to have 
all the answers. It is an issue on which we and the industry will have to work 


together. 


With regard to investments, I agree with your brief that the traditional detailed 
quality tests may have outlived their usefulness. Certainly the tests were 
valuable at one time and set standards that have come to be recognized throughout 


the financial community. However, developments in the financial area are 


happening so quickly that it is difficult to keep the quality tests up to date. 
For these reasons I believe that the time has come to drop the detailed quality. 


tests and substitute more control over matters that seem to have given 


rise to financial problems, such as conflict of interests, excessively large loans 


or investments and inadequate security for loans, particularly in the mortgage 
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area. More thought needs to be given as to the exact form these controls should 
take. As I mentioned in the written response to the brief, neither I nor my 
officials have all the answers. We want to, and need to, co-operate with the 
industry in developing a set of appropriate controls for incorporation in any 


revised legislation. 


In regard to corporate governance, as I also indicated in my written response 
to the brief, most of the proposals put forward seem acceptable to me. 
Certainly the subject of corporate governance is particularly interesting in the 
ease of life insurance companies because of the existence of participating 
policyholders and mutual companies. The objective is to be sure that 
participating policyholders do have the opportunity to express their views on 
matters of major importance. Policyholder representation on the boards of life 
insurance companies provides for this to some extent but the present situation 
may have to be studied carefully to see that the rules are adequate. At the 
same time, the situation should not be created where procedures are imposed on 
companies that result in heavy expense without producing any useful results as 


respects corporation policy. 


This raises questions about control of companies, particularly mutual companies 
which have a large, widespread body of policyholders. While in the past, these 
questions have not been of great importance, a number of events have taken 


place that make it of some importance to have a clear definition of control. 


The fourth principal topic of the brief related to general amendments and as 


you know I have already responded positively to most of the suggestions put 
forward. 


Two other matters have been recently brought to my attention. One is the 
issue of the deduction for income tax purposes by life insurers of reserves for 
incurred but not reported death claims (IBNRs). I have taken a direct interest 
in this matter and have asked officials of the Department of Finance to examine 
this issue and collaborate closely with Revenue officials so as to resolve this 
matter appropriately and promptly. In tax policy terms, there is no objection 
to, and indeed it is the intent that, reasonable reserve deductions be allowed in 
respect of IBNRs. I am informed that positive discussions are currently 
underway and I am optimistic that this matter will soon be resolved. 
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The second matter relates to the power of federally incorporated companies to 
carry on, either directly or through a Subsidiary, any business that is 
reasonably ancillary to the business of insurance. The legislation requires that 
a company obtain the Minister's prior approval of any ancillary activity it 
wishes to undertake. Recently, the Association provided me with a list of some 
13 such activities for approval. In many of these cases, designation as 
ancillary businesses would be quite appropriate. However, in a few cases, 
such as the business of being a trust company or a securities broker and 
investment firm, such designation would, as I am sure you are all aware, 
represent major policy decisions which would have repercussions throughout the 
financial industry. For that reason, in cases of this nature, such designation 
would be inappropriate at this time. I will be communicating with the 


Association on these points in more detail in the very near future. 


The life insurance industry is, of course, not the only industry seeking 
changes to the legislative structure governing financial institutions. Most of 
the major participants are seeking new opportunities while attempting to 
preserve some of their existing domain. Thus, we see conflicting pressures, as 
some institutions press for extended powers while others express concern about 
radical changes to a system that has worked well. At the same time, while 
there is a general acknowledgement that there is a need to co-ordinate 


legislative change, institutions are understandably unhappy at the delays their 


legislation is facing. 


I am eager to move ahead as quickly as possible. I want you to know that the 
worst fears about the tardiness of regulatory reform as expressed in your 
Association's brief should be dispelled. The need for timeliness is recognized. 
Moreover, the situation where some institutions have their legislation revised 
and others lag far far behind must not be allowed to repeat itself. The need 
for periodic and comprehensive review is evident. We must respond to that 
need. It is my own conviction that all major pieces of financial institutions 
legislation should be reviewed on a simultaneous basis, perhaps at ten-year 
intervals as is done with the Bank Act. Provision ought to be made for 


equitable and consistent treatment of all institutions where appropriate. 
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There is a wide range of structures for the financial system that could be put 
on the table at this time. It is possible that some structures will be more 
conducive to competition than others. It is also possible that some will 
introduce a greater number of conflicts of interest or entail greater solvency 
risks. It is possible, but not at all clear at this stage, that there may be a 


system which would constitute the best of all worlds. 


The system that we have, problems and all, has performed well. On the other 
hand, an ideal system that we might conceptualize could possibly involve 
significant changes, with potentially large adjustment costs both to private 
financial institutions and to the regulatory structure. The costs and benefits 
of various changes would have to be evaluated before major changes are made. 
However, at least in the initial stages of our inquiry, we should not timidly 
limit our range of thinking. To do so would bespeak a bankruptcy of ideas and 
a lack of courage. Moreover, it could condemn us to facing the same problems 
repeatedly. In this respect, the bold thinking in your Association's brief is to 


be commended. 


We have a window of opportunity in front of us. Let us take advantage of it. 
Let us be cognizant of, and wary of, the dangers of making radical changes or 
hasty and unconsidered decisions. Let us also, however, note the dangers of 
not being bold enough to face up to the problems squarely and to open new 


opportunities for Canadians. 
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I am pleased to address this important national organization representing one of 
Canada's most basic industries. Your activities have helped to ensure that the 
government and people of Canada are well aware of the contribution that your 
industry makes to the economy. You might say that those of us involved in 
steering the ship of state are kept fully informed about the state of 
shipbuilding. 


I can assure you that the government is deeply concerned about the current 
situation in the shipbuilding industry. The dramatic downturn in the 
international economy has left a legacy of overcapacity in world shipbuilding 
which will take time to eliminate. It will also require a redoubling of your 
efforts to improve competitiveness and meet the best from around the world in a 


continuing tough battle for markets. 


Our concern has taken the form of numerous measures to assist the industry in 
Canada through this difficult period. As a number of other federal government 
departments are well represented with speakers at this meeting, I will not 
review in detail the steps that have been taken to help. But I would like to 
outline the scope of our measures to underline the government's commitment to 


your industry. 


As you know, a number of customs tariff changes were made early in 1983 to 
promote industrial and employment opportunities in the industry. These actions 


were taken to address the serious competitive problems being faced by Canada's 


shipyards. 


A substantially increased level of activity in the East Coast offshore has been - 


brought about largely by the existence of grants under the Petroleum 


Incentives Program. As a result, we are moving forward toward the proven 


existence of the commercial offshore resource base which would provide the 


foundation for a stable and sustainable development of Canadian shipbuilding 


capacity. 


i 
bo 
! 


There are significant new opportunities here for Canadian industry. Of course, 
we would all like to see 100 per cent of the work associated with these ventures 
going to Canadian companies and Canadian shipyards. But we must recognize 
that Canada, as a major trading nation, is a signatory to the General Agreement 
on Tariffs and Trade which calls for no less favourable access to these oppor- 
tunities by our trading partners. And that means that your industry must 


continue to operate in the front lines of international competition. 


Every effort is made, however, through the review procedures of the Canada 
Oil and Gas Lands Administration in collaboration with the Office of Industrial 
Benefits to ensure that Canadian workers and suppliers are given a full and 
fair opportunity to share in the benefits that development brings. In addition, 
the government is helping Canadian companies get the development support they 
need to be in a better position to compete for offshore drilling and supply boat 


business. 


By way of direct procurement action, the government has moved on several 


fronts to support your industry now and in the coming years. 


Under the Special Recovery Capital Projects Program announced in my April, 
1983 budget, we launched a $700 million Coast Guard vessel acquisition and 
refurbishment program. A number of contracts have been awarded for new 
icebreakers and a variety of other vessels and for modernization work. A 
contract for a type 1200 icebreaker was announced just last week. It is 
estimated that over the next three years, the program will generate 
employment, direct and indirect, of some 20,000 person years in shipyards 
across Canada. 


In June, 1983, the Government awarded the $2.4 billion Canadian Patrol Frigate 
(CPF) prime contract to Saint John Shipbuilding and Dry Dock in New 
Brunswick, with work on three frigates to be undertaken in Saint John and 
another three by Marine Industries here in Sorel, Quebec. While this is only 
the first phase of the Department of National Defence's 24-vessel naval 
modernization program, this program alone will generate an estimated 30,000 
person years of employment over the next eight years. Equally important, as a 
result of the CPF Project, the Canadian shipbuilding industry will be better 


equipped to handle the future requirements of the Canadian Forces. 
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But now I am in danger of breaking my promise not to go into detail about 
government support for your industry. So let me just say that I am pleased to 
note that in your industry's recent 1983 Annual Statistical Report, your 
president, Henry Walsh, described government programs as having given the 
industry "a basis for survival", 


I believe it is a tribute to the talent and determination of your industry that 
you have managed to weather these difficult times as well as you have. I share 
the view that as the world economy recovers, the shipbuilding industry's order 
books will improve. And I reaffirm my commitment to continued co-operative 
action to ensure that your industry will be in a position to prosper in the more 
interdependent and competitive world trading environment that lies ahead. I 
believe Canada works best when Canadians work together -- management, 


labour and government. 


In the time available to me today, I want to focus on some of the basic economic 
realities that will help determine the success that your industry and all other 
Canadian industries can hope to achieve in the years ahead. I noted that a 
pick-up in the world economy can be expected to help the shipbuilding industry 
in Canada. But that is not to suggest that Canada can afford to sit back and 
wait for good things to happen elsewhere. It's Canada's job, and nobody 
else's, to make sure that our own economic performance is up to par. And we 
have to recognize that the success of shipbuilding or any other industry in 


Canada ultimately depends on the strength of the Canadian economy. 


Bringing our costs under control was and is fundamental to the challenge of 
building economic strength. The success of the 6&5 Program, founded firmly 
on co-operation among the major partners of the Canadian economy, has been 


particularly important to your industry because of the intense competition you 


face from other countries. 


I believe we can continue to do well in the battle against inflation. We will 
have to succeed against some fundamental economic forces that could push 


inflation rates higher. And we must also contend with the defeatism of those, 


particularly in the political arena, 
rate with dire predictions of inflation soaring once again. 


who greet each little bump in the inflation 
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This tendency was well illustrated -- or perhaps I should say badly illustrated 
-- when April's Consumer Price Index figures were announced. While the 
inflation rate increased from 4.7 to 4.9 per cent on a year-over-year basis, the 
increase in April was only 0.2 per cent or about 2.5 per cent at annual rates. 
But you could never have guessed it from the reaction of some the 
government's regular critics. It was if the flood-gates of inflation had opened 
wide. To the extent that inflationary expectations themselves fuel future 


inflation, it seems that some Canadians are determined to do just that. 


A similar pattern has been established in relation to the various monthly 
indicators of economic activity. Any pause in economic statistics is cause for 
unbounded gloom. The behaviour of some in the political arena in this regard 
most closely resembles that of a fanatical undertaker who refuses to let the lack 


of a corpse interfere with the funeral he has planned. 


We should have long since learned not to be spooked by the absence of smooth, 
unbroken lines of growth on the economic charts -- because in the real world 


no economy behaves in such an idealized way. 


in my budget, I projected that growth in 1984 would average about one per 
cent per quarter, or roughly the pace established in the last quarter of 1983. 
While there is no doubt that a continued rise in United States interest rates 
would cloud that outlook, there is thus far no reason to discard the budget 
projection. Recently, the private sector forecaster, Data Resources of Canada, 
concluded that first quarter growth is in the range I have noted. Their review 
also disputes the interpretation that the statistical indicators show the economy 
in trouble. And they note the danger posed by undue gloom in the following 
words: "The credibility extended to this pessimistic view in many circles could 


make such a result self-fulfilling". 


That's a point I have made repeatedly in my time as Minister of Finance. 
Indeed, it is sometimes said that economic policy in the 1980s has become almost 
a branch of another of the social sciences -- psychology. What people believe 
is going to happen is clearly crucial to determining what actually does happen. 
This is why it is important for Canadians to take a balanced view of their 


economic prospects. And that includes giving equal time to good news such as 


- 5 - 


the fact that Canada has moved up from sixth to fourth place in the annual 


rankings of gross domestic product per capita in the 24 member nations of the 
OECD. 


A balanced outlook is particularly important for the maintenance of consumer 
spending at a pace consistent with an improving economy. And it is even more 
crucial to building the kind of investment revival that holds the key to both a 
solid economic recovery and to the longer term hope for continued economic 


expansion. 


Indeed, if there is one thing I have emphasized more than anything else in my 
budgetary policies, it is the need to stimulate investment to develop the basic 
economic strength of Canada. Toward this goal, we have invested directly 
through Special Recovery Projects, as I have noted in regard to your industry. 
And we have provided a wide range of improved tax incentives for investment 
by the private sector. Although private investment has been slow to pick up 


during the recovery, I remain confident that the pace will quicken soon. 


We in this country have an excellent track record of investment to build on. 
During the past 15 years, for example, no major industrial nation achieved 
greater business investment as a proportion of GNP than did Canada. During 


that period, we made productive use of both domestic and foreign capital, and 


we will continue to do so in future. 


Yet, I keep hearing from some sources that foreign investment in Canada 
virtually disappeared many years ago in response to the establishment of the 
Foreign Investment Review Agency, the National Energy Program and a 
supposedly official policy of unfriendliness to foreign investors. That is 
nonsense. The fact is that the book value of foreign direct investment in 
Canada, including retained earnings, has increased steadily over the years to a 
level of more than $72 billion by the end of 1983. That's up from about 

$26 billion in 1970. Retained earnings, which accounted for much of the 
increase, are not included in the balance of payments account. Flows of direct 


foreign investment, which are included, have nonetheless been positive in 11 of 


the 14 years in that period. 
1981 and 1982 -- the outflow was primarily associated with the 


In the three years in which the flow was 


negative -- 1976, 
acquisition by Canadians of foreign-owned assets in Canada. 
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Canada remains one of the most hospitable places in the world for foreign 
investors to put their money, and a recent survey by the Conference Board 


suggests that investors themselves recognize this. 


The record shows, for example, that Canada enjoyed some excellent years of 
investment by Canadians and foreign investors alike when FIRA was in 
existence. Those who oppose FIRA on ideological grounds have found it 
convenient to attribute the effects of the worldwide economic recession to FIRA, 
just as those who dislike the NEP have blamed it for everything but the recent 
series of attacks on oil tankers in the Middle East. And I wouldn't be 


surprised to hear those added to the list of NEP sins before long. 


We have not been insensitive to issues raised about FIRA and the NEP. The 
government has taken a flexible approach from the beginning, balancing 
desirable national objectives with the legitimate concerns of our trading and 
investing partners. In contrast to many other countries where a maze of 
barriers to new foreign investment is woven into the system, FIRA represents a 
"one-window" approach which assists and simplifies the process for investors. 
As for the NEP, it has provided for a major continuing role for foreign 


investors on terms that compare well with any in the world. 


Only those who prefer sloganeering and scapegoating to a real understanding of 
investment flows and capital markets have continued to describe FIRA and the 


NEP as unfriendly to foreign investment. 


My friends in the Conservative party have talked a great deal about FIRA, the 
NEP and the importance of investment in Canada. In contrast to the 
obsessively pessimistic approach they have taken to most economic issues, they 
have been telling us that a virtual tidal wave of foreign investment is waiting to 


flood into this country and solve our economic problems. 


I noted earlier that economics is considered by some to be a branch of 
psychology. What we see here are symptoms that fall more specifically into the 
field of psychiatry. If there is a political version of the manic-depressive 
Syndrome, we have seen it exhibited in a spectacular way in these political 


gyrations from bouts of extreme economic pessimism to supreme optimism. 


ra fu ee 


Allow me to quote some remarks of a prominent political personage who, if this 
were not a non-partisan speech, I could identify as the Leader of the 
Opposition. In an interview in the Financial Post on March 24, he said that as 
soon as the television news confirms, and I quote, "that the Tories have formed 


a majority government, investment is going to flow into this country", 


Not the day after, or the week after. The same night. Frankly, I am 
concerned about this...no, not about the congestion at the entry points along 
the border when all those foreign investors get caught in the traffic jam of the 
century. I am worried about the stability of those who can sustain such a 
delusion of easy-does-it economic success while simultaneously telling Canadians 


that the economy is a hopeless case. 


And this from someone who is quoted as saying, "It's difficult to articulate the 


remarkable impact of that intangible called confidence". 


Let us be clear: Foreign investment has created jobs in Canada and will 
continue to do so in future. But let us also be realistic. It is fatuous to 
believe that Canada's economic problems will be solved by foreign investors if 
only we keep saying that it's just a matter of making them feel welcome. 
Canada has welcomed foreign investors as fully as any country in the world, 
and the returns on their investments over the years have been equal to, or 
better than, those in any other country. Canada has been a good place to 


invest and will, I believe, be a better place in future. 


While we're being realistic, let's face the hard fact that one of the most 
important kinds of investment in Canada is investment in research and 


development. It's the key to new products and new jobs. R&D in Canada has 


historically lagged behind that of other countries partly because of the high 
level of foreign ownership of Canadian industries. Branch-plant subsidiaries of 
foreign companies have not on the whole been encouraged by their parents to. 


spend heavily on R&D, and this has had a significant effect on Canada's 


economic performance in this regard. 
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Furthermore, a rising level of foreign investment, while it would bring 
undoubted benefits, would also add over time to the outflow of dividends and a 
variety of intercorporate transfers. In 1983, for example, dividends paid to 
non-residents amounted to $2.9 billion. The balance of payments account of 


course has fundamental importance for exchange rates in this country. 


I could go on this vein, but I do not want to convey the impression that the 
negatives associated with a high level of foreign investment invariably outweigh 
the positives or that foreign investment does not have a major role to play in 


Canada's economic development. 


But let us not romanticize the foreign investor as a sort of knight in shining 
armour coming to rescue Canada from economic distress. Foreign investors put 
money into ventures for the same reason that Canadians do -- in the hope of 


earning a good return on their money. 


My approach has been, and continues to be, to encourage Canadians to play a 
stronger role in direct investment in their own economic future. Canadians 
have not been the most aggressive investors, the best risk-takers, over the 
years. But we are getting better, and in many cases we are getting better by 
learning from, and sharing risks with, foreign investors in partnership 


ventures. 


I'm not faulting my critics for emphasizing the importance of foreign investment. 
I just wish they would give equal time to the necessity of encouraging Canadian 
investors in Canada. The energy field provides an excellent example of just 
such encouragement. I have every confidence that we will continue to develop 


this capacity in the years ahead. 


J urge all Canadians to take a realistic approach to the economic future. You 
in the shipbuilding and ship repairing industry have provided a good example 
in this regard. With the help of government, you are weathering some difficult 


years while building your capacity to make gains in the better times ahead. 
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The key to economic success is not held by Canadian business alone, labour 
alone nor government alone. The same must be said of those mythical legions 
of foreign investors who are supposed to come galloping across the border when 


there is a magical restoration of confidence. 


Let me emphasize the point: There is a place for fairy tales in every culture, 
but it's not in the middle of one of the most important economic debates the 


country will ever have. 


All of us -- and that includes foreign investors -- working together, building 
strength on economic strength, correcting our weaknesses -- that's how we will 
move ahead and create the jobs we need. We have done well to date and we 
can do much better if we continue to invest our money, our talent and our faith 


in the future of this country in a spirit of determination and realism. 
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Let me say, first, that I am delighted to be here today at this the annual 
meeting of the Association of Consulting Engineers of Canada. I have enjoyed 
our previous meetings dating back to my parliamentary responsibilities with the 
Department of Energy. In those meetings, I particularly valued your 
association's clear views and experience. I know that you make an important 
contribution to the public policy-making process and will continue to do so. 
Your recent report on your industry, "Realizing the Potential", was 
comprehensive, thorough and useful, and sets a standard for other interest 
groups to emulate. And I want to assure you that the government is 


encouraged by the co-operation that characterizes our ongoing relationship. 


As an historian, I find it apt that you should be holding your convention on 
this site, overlooking one of the earliest and most remarkable engineering 
projects in Canadian history. The Rideau Canal and its locks still stand as an 
impressive and functional monument to the engineering profession in general and 
to Colonel John By, the engineer, in particular. By must have stood on this 
| very ground many times, watching his plans take shape. And few people today 
can survey his achievement without amazement at the man's vision, ingenuity, 
practical competence and zealous determination which enabled him to surmount a 


formidable challenge -- and indeed the lack of recognition which he was 


subsequently accorded. 


Engineering skills have come a long way since Colonel By. Yet today's 
challenges are as great as ever. They require no less a degree of ingenuity 


and vision than in 1826. 


As Minister of State for Finance, my efforts these days are devoted to an 
engineering project of a different sort -- the engineering of economic growth in 
Canada and the building of a solid national economy. Such an economy must be 
capable of excelling in the competitive new global economy that is now 


emerging. Today I should like to say a few words about the progress our 


economy is making and about some of the challenges we face. 


-2?2- 


Since the recovery began, Canada's competitive position has been improving. 

No reason is more fundamental for this than the dramatic decline in our rate of 
inflation. The government's two-year 6&5 program has been instrumental in 
bringing down inflation to a rate of 4.9 per cent in April. In a matter of three 
weeks we shall mark the second anniversary of 6&5. Looking back, there can 
be little question that Canadians supported the restraint program and that this 
was a turning point for our economy. We pulled ourselves out of a 


recessionary nose-dive and climbed back toward a more stable economic course. 


I can well recall the multitude who scoffed at our ambitious objectives for lower 
inflation when we introduced the 6&5 program in June of 1982. That was when 
the inflation rate was well into double digits. Yet in less than a year it was 
half that. And with the second anniversary of the program just around the 
corner, we are right on target in our second-year goal of five-per cent 


inflation. 


Such was the program's success that Canadians have benefited from a relatively 
low inflation rate for more than a year. This has meant that Canadians have 
not had to think in terms of large wage settlements in an attempt to maintain 
their living standards. And the no-win situation of wages racing after 
spiraling prices -- which was eating away at national morale only two years 

ago -- has been largely corrected and controlled. Canadians now enjoy a 
relatively stable domestic economic environment in which economic growth is 


again being generated -- and at a sustainable pace. 


A period of growth has paralleled the dramatic fall in inflation. From the 
fourth quarter of 1982 to the fourth quarter of 1983, our real GNP rose 6.6 per 
cent. That exceptionally rapid growth gave way to a more moderate pace at the 
close of 1983 that has continued in 1984. With all the good features of a 
distance runner rather than a sprinter, Canada's economic growth rate is now 


more realistically sustainable over the long haul. 


Another area of our economy where we have engineered considerable success is 
in exports. Given that about 30 per cent of the economic wealth Canada 
generates -- or 30 cents of every dollar earned by Canadians -- derives from 


our sales abroad, we obviously have a lot at stake in the race for world 
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markets. The competition there is getting tougher. We have to be increasingly 
aggressive and resourceful if we are to avoid being shouldered out of the 

running. Our trade figures speak for our success. In 1983, Canada's merchandise 
trade surplus was at a near record $18 billion. We have started off 1984 in 

good form with a first quarter average surplus of nearly $17 billion at annual 


rates. 


In the competitive international marketplace, success does not simply happen. 
To help make it happen, the government has added supportive measures in the 
last two budgets. The Export Financing Fund, established in the 1983 budget, 
is helping small and large businesses to seek export opportunities and win 
contracts abroad. The budget of last February bolstered this support in a way 
that will further enable Canadian firms to take advantage of export opportun- 
ities in developing countries while Canada fulfills its commitment to international 


development. 


Improved foreign trade not only means better incomes for Canadians, but also 
more jobs. Indeed, since the recovery began, Canada's job creation record has 
been little short of exceptional. Almost 400,000 new jobs have been created 
since then by the combined forces of economic resurgence and government job 


ereation programs. April alone recorded some 25,000 additional names on 


Canada's payrolls. 


The auspicious Canadian performance in creating jobs coexists, paradoxically, 
with the fact that unemployment levels have been stubbornly slow to fall. Much 
of the explanation for this, of course, is the growing number of Canadians 


entering the labour force, prompted largely by the brighter economic picture 


and employment prospects. Creating jobs for Canadians who want to work and 


bringing down unemployment are the two sides of the government's primary 


economic concern. That we are in fact succeeding in creating additional jobs 


should be a cause for encouragement as we work to make inroads into the still _ 


stubborn unemployment rate. It should be remembered, however, that the 


is li i i = iece of machinery operating in 
economy is like a complex, intricately-connected p y op g 


a delicate equilibrium. No probiem, including unemployment, is solved simply 


by pulling a single lever. 


But it is clear that the overall trend is toward sustained growth. The 
government's projections for 1984, and those of many independent forecasters, 
are for the nation's real economic growth to continue at the more moderate pace 
of the fourth quarter of 1983. And Canada's prospects stack up favourably by 
international standards. For example, the World Economic Outlook of the 
International Monetary Fund expects our economic performance in 1984 to be 
significantly better than the average for the major industrial nations in a 
number of important categories. These include increases in real GNP, 
employment and exports. The most recent OECD Economic Outlook held a 


similar view of Canada's prospects. 


The life-blood of national economic growth is investment. Engineering long-term 
expansion of the economy and creating new jobs, including jobs for your 
profession, depends crucially on public investments in the basic capital facilities 
that support economic activity. In particular, these investments give vital 
support for the improved productivity and international competitiveness essential 


to creating additional jobs and providing Canadians with higher real incomes. 


The government's major initiative in mobilizing capital resources for economic 
recovery has been the four-year Special Recovery Capital Projects. Some of 
you will be personally familiar with them. The Program was a keystone of the 
April 1983 budget. 2.4 billion dollars were committed. Hundreds of facilities, 
buildings and other installations are being renovated, refurbished, improved, or 
built from the ground up. Construction and procurement planned for later in 
the decade have been brought foreward from the drawing boards as rapidly as 
possible. By moving quickly, the government is stimulating the economy, 


picking up the slack during a period of lower rates of private investment. 


All told, there are more than 280 projects, large and small, under the Special 
Recovery program. Together they represent a major investment in the key 
sectors of our economy and in all of our regions. Many of them involve 


consulting engineers in both the design and implementation stages. 


The transport sector provides a good example. Transport facilities are being 
improved to permit more efficient movement of goods and people. Projects 
include highways improvement, such as the Dempster Highway in the Yukon and 
Northwest Territories; port expansion and development, such as in Sept-lIles; 
airport upgrading, such as in Fort McMurray; and rail capacity upgrading, 
including the railway grade separation project in Kingston. Both the theoretical 
expertise and practical experience of professional engineers in all areas of 


specialization are vital to these wide-ranging projects. 


This also applies in shipyards in British Columbia, Ontario, Quebec and the 
Atlantic provinces which are sharing in a major effort to expand the Canadian 
Coast Guard. New icebreakers are being built, as well as other specialized 
vessels, projects which will aid in the long-run development of the marine 
construction industry. They will augment our ability to maintain open shipping 
lanes in our coastal and northern waterways. But, most important, in a 
worrisome time of underutilized shipbuilding capacity, they provide now 


important work for our shipbuilding industry, its engineers and workers. 


The specific projects which I have cited are merely illustrative of the broad 
range of projects now proceeding. And they are proceeding -- with all the 
haste we can muster. The "fast-tracking" approach, of reducing red tape and 
procedural delays, has been effective in slicing the time from preliminary 
project approval to start-up of projects. Indeed, this has already given engin- 


eering consultants contracts that would normally have been negotiated some 


years down the road. 


As of this year, one year after the Special Recovery program was announced, 
over 550 contracts had been awarded for the projects. I don't have to tell you 


what this means in terms of jobs for consultants and increased economic activity 


right across the country. 


Stepped-up public sector investment must go hand in hand with a revival in 


business investment on which you, as engineering consultants, and indeed all 


Canadians depend so much. 
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Business investment has been slow to recover from the recession. This is not 
surprising in several respects -- not the least being that investment was so 
strong for many years prior to the recession. The greater severity of the 
downturn was harder on consumer demand and on business balance sheets. 
Consumer demand has, however, now added muscle to the recovery. Balance 
sheets are improving rapidly and stronger investment will follow. The Special 
Recovery investment incentives for the private sector continue to make 
investment attractive and to play a significant role in strengthening the 


recovery. 


In addition to these direct measures to spur business investment, the government 
is buttressing private sector investment in other important ways. Take, for 
example, the proposals in the last budget to strengthen our pension system. 
Private pension funds provide an important source of capital for investment. 
Currently, more than 80 billion dollars in private pension plans and 25 billion 
dollars in RRSPs are invested in Canadian stocks and bonds. A substantial 
part of these assets is invested in equities. The measures announced in 
February's budget to increase the contribution limits on retirement savings and 
to make them flexible should result in more than a billion dollars in additional 
contributions each year. This would augment the 15 billion dollars a year that 
currently flow into pension funds and RRSPs. The new dollars in savings 
would be channeled by financial institutions into the underwriting of Canadian 
securities. And that translates into more dollars for businesses to invest in 
expanding facilities, building new facilities, undertaking feasibility studies and 


SO on. 


The outlook for the years ahead is one of attractive investment opportunities. 
I am optimistic that we shall see healthy business investment performance, 


including foreign investment. 


A few moments ago I said that investment is the lifeblood of economic growth. 
Once upon a time strong investment was a certain assurance of our comparative 
economic advantage in the world and of a prosperous standard of living. The 
reality of today's global economy, from which no country can isolate itself, is 


that investment alone conveys no such assurance. 


=e 


The movement of innovative technology to developing countries, where labour 
costs are low and investment subsidies attractive, have made a new ballgame of 


international competitiveness. The pressure of competition has mounted. The 
name of the game has become productivity. 


In a few short years "productivity" has virtually become a cliché, but it is no 
less important for being so. The challenge to reduce costs and become more 
productive is more akin to an ultimatum on which economic survival hinges. As 

a nation, Canada can draw some encouragement from the fact that our productivity 
has improved of late. By the end of last year our unit labour cost increases 

had moderated considerably from a year earlier and our productivity increase 

was the largest since 1976. In the manufacturing sector, productivity was up 

by about 7 per cent in 1983, the best performance in the last 12 years. 
Improvements such as these enabled Canada to better its standing in world 


markets last year and increase our exports by more than 6 per cent. 


While these improvements are encouraging, they are not laurels to rest on, 
coming as they do after several years of weak productivity performance. And 
there are few in either the public or private sectors who do not believe that we 
have a long way to go, just to keep up with some of our brave new 


competitors. 


If we are to put our businesses and our workers on a sound competitive footing 
with other industrialized and industrializing countries, then no priority is 
greater nor more pressing than our support for innovative technology and for 
research and development. The opportunities for productive advantage are 
immense. We only need to remember that new products themselves have been 
upgraded and the costs lowered simply by improving the design of a silicon 


chip. Look no further than the common pocket calculator. 


The engineering profession itself is central to the application of new technology, 
concepts and practices to make Canada more competitive and productive. In 


many respects, being a leader in the application of innovative technology will be 


as important for Canada as being a major leader in its development. The 
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specialized knowledge, skills and conceptual experience of the engineering 
profession put it at the front edge of Canada's application of innovative tech- 


nology and concepts. 


Knowing that innovative technology and R&D are vital does not answer the 
question of how we should support them so as to optimize the benefits. 
Throwing money at the problem is not necessarily the answer. Indeed there is 
evidence from a number of countries suggesting that more generous funding of 


R&D does not translate into greater national productivity. 


In a broad sense, we Canadians are still feeling our way toward a coherent and 
comprehensive approach to the R&D question. Historically, R&D in Canada has 
not flourished as it has in some other countries. This owes, in part, to the 
stultifying impact that a high level of foreign ownership of Canadian industry 
has had on R&D investment. Head offices abroad have tended not to encourage 
Canadian subsidiaries to invest in R&D. Canada has been the poorer for it. 

As a result, both levels of government have had to take a leading role to 
ensure that we do not become also-rans in the important R&D work leading to 


new products and processes, new jobs, and stronger economic performance. 


The role the government can most effectively perform is helping to create an 
environment that fosters technological innovation and productivity growth, but 
which fully recognizes the importance of human development and freedom. 


Essentially the role is catalytic and supportive. 


The government has sponsored a number of initiatives to fulfill this role, but 
the tax system has been our major policy instrument for the support of research 
and development. A Canadian Tax Foundation study has described this 
country's R&D incentives as among the most generous in the industrial world. 
And that was before they were enriched further in the 1983 budget. These 
incentives have been designed to help give industry the means to conduct basic 


research and to invest in more productive equipment. 


Many of the innovations which have resulted in major new growth in Canada 
have originated with small firms or individuals. The small business sector is 
therefore a good example of where the federal government has provided attractive 


incentives in the form of lower tax rates and higher investment tax credits on 
R&D spending. 
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In the most recent budget, we proposed to simplify the small business tax laws 

to enable small businesses to operate with a minimum of administrative burden 

and red tape. This proposal would also ease the tax burden by some $150 million. 
We see it as another way of encouraging productivity and thus the competitiveness 
of Canadian small businesses. Time, energy and cost not required by tax 

forms and tax matters are available for more productive work in a business 


operation. 


Improving productivity is obviously one of the complex challenges in a complex 
economy. Like employment, it is not simply promoted by the pull of a single 
lever. It has become patently clear, however, that meeting the productivity 
challenge will not be accomplished by government acting alone. Only the 
co-operative effort of the major players in our economy - business, labour and 
government working together - can engineer the productive improvements and 


attitudes that Canada will need to excel in a competitive world. 


The government has taken an imaginative step to make this happen in its leading 
support of the Canadian Labour Market and Productivity Centre. The new 
Centre is bringing together the leaders of business and labour to address vital 
issues affecting productivity, away from the confrontational atmosphere of the 
bargaining table. The Centre's board includes 12 representatives of labour and 


12 from business, who were appointed just last month. 


The work of the Centre represents, I hope, the vanguard of a new era of 


consultation and co-operation. For we have come to realize that the key to the 
benefits of new technology and more productive techniques remains a human 
question. Unless there is greater understanding and co-operation among 
Canadians, we shall be unable to be a leader internationally. Such increased 
co-operation has surely been one of the triumphs of the 6&5 program. That is 


a credo your association puts into practice. And that is surely one of the 


giant challenges facing the new Labour Market and Productivity Centre. To 
take a little licence with Shakespeare, our future lies not in our stars, but in 


ourselves. Together we can make that future a more productive and exciting 


one. 
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INCOME TAX NOTICES OF WAYS AND MEANS MOTIONS TABLED 
ne NY LS ADLEV 


The Honourable Marc Lalonde, Minister of Finance, today tabled revised Notices 
of Ways and Means Motions relating to income tax changes. These Ways and 
Means Motions incorporate the tax changes proposed in the February 15, 1984 
budget and the proposals for simplifying small business taxation, and also 


introduce a number of new relieving tax changes. 


A draft version of the legislation to implement the budget tax changes was 
released on April 25, and a number of constructive comments and suggestions 


have been received from interested parties during the subsequent consultation 


period. 


"I am very pleased with the positive response to the draft amendments made 
public in April," Mr. Lalonde said. "The comments received have been very 
helpful in revising this legislation, and I intend to introduce a bill in the House 


in the very near future to implement the various tax changes." 


The Minister highlighted a number of further changes to the administrative 
provisions of the Income Tax Act. "I believe taxpayers will find these changes 
are substantial improvements," Mr. Lalonde said. "The amendments reflect the 


government's willingness to respond to constructive suggestions for changes in 


the administration of our tax law." 


The new administrative changes are as follows: 


The four-year limit on reassessments of tax is being reduced to 


three years with respect to the 1983 and subsequent taxation years. 


Taxpayers will be permitted to appeal to the Tax Court of Canada or 
to the Federal Court, without the consent of the Minister of National 
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Revenue, at any time after 90 days from the filing of a notice of 


objection instead of the present 180-day waiting period. 


The Tax Court of Canada Act is being modified to give the Court the 
authority to establish guidelines for the award of costs to appellants 
with respect to all matters falling under its jurisdiction, including 
income tax appeals and certain unemployment insurance and Canada 


Pension Plan issues. 


The new provision to allow taxpayers to revoke reassessment waivers 
is being extended to allow as well the revocation of waivers filed 
before February 16, 1984. 


The Minister of National Revenue will be given authority to refund 
taxes to a taxpayer who has filed a notice of objection where the tax 
issue in dispute is substantially the same as an issue decided by a 


Court in favour of another taxpayer. 


The Minister noted that he had received a number of representations with 
respect to the anti-avoidance measure designed to counter the tax reduction and 
tax deferral opportunities that arise with respect to certain offshore investment 
funds. These representations indicated a general recognition of the need for 


this measure but some concerns as to the scope of its operation. 


"This is a complicated area of the law and I believe that further consideration 
needs to be given to the use of more objective safe-haven tests so as to attain 
a greater degree of certainty as to the application of these rules," Mr. Lalonde 
said. "Accordingly, I have instructed officials to study the possibility of 
providing by regulation further exceptions to the application of the rule, such 
as in cases where there is substantial annual distribution of a fund's income to 
its holders." 


Mr. Lalonde said that after the bill is formally introduced he will release 


comprehensive technical notes to provide more details concerning its provisions. 
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That it is expedient to amend the Income Tax Act and related 
statutes and to provide among other things: 


(1) That for the 1984 and subsequent taxation years, the 
amount of the benefit in respect of the operating costs of 
an automobile provided to an employee or shareholder be 
allowed to be computed at the rate of 50 per cent of the 
standby charge in respect of the automobile. 


(2) That, where an arm's length employee of a corporation 
exercises or disposes of an option granted to him after 
February 15, 1984 to acquire qualifying equity shares of his 
employer or a related corporation, one half of the resulting 
benefit included in his income from employment be allowed as 
a deduction in computing his taxable income provided that 
the exercise price for the shares is not less than their 
fair market value at the time the option was granted. 


(3) That for the 1984 and subsequent taxation years, 
paragraph 12(1)(v) of the Act include a reference to 
paragraph 37(1)(g) of the Act to ensure that any negative 
balance in a taxpayer's scientific research expenditure 
account be brought into income. 


(4) That for taxation years commencing after 1982, the 
provision of the Act allowing a taxpayer to elect to be 
taxed annually on income accrued on certain annuities and 
life insurance policies be amended 


(a) to clarify that the election is not available to a 
corporation, partnership, unit trust or any trust of 
which a corporation or partnership is a beneficiary, 


(b) to allow the election to be made for annuities 
under which payments have commenced, and 


(c) to provide that the election cease to apply for 
prescribed annuity contracts. 


(5) That for taxation years ending in calendar years 
commencing after Royal Assent to any measure giving effect 
to this paragraph, the restriction pertaining to a 
corporation's cumulative deduction account be removed from 
the small business development bond provisions of the Act. 


(6) That for bankers’ acceptances drawn after June 1984, 
funds raised through the sale of such acceptances be treated 
as borrowed money, so as to permit the provisions of the Act 
relating to the deductibility of interest and of expenses 
incurred in the course of borrowing money to apply in 
respect of such acceptances. 
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(7) That the provisions of the Act that allow a taxpayer a 
deduction in respect of certain tax refund interest repaid 
to the Minister of National Revenue be extended to apply in 
respect of tax refund interest repaid after April 19, 1983 
under a provincial income tax statute. 


(8) That for the 1984 and subsequent taxation years, rules 
be introduced to allow a deduction for the cost of 
substances injected to assist in the recovery of petroleun, 
natural gas or related hydrocarbons and to provide that such 
substances be treated as inventory having a cost of nil. 


(9) That a taxpayer who is federally or provincially 
appointed a judge in the 1984 or a subsequent taxation year 
be permitted to elect to defer such portion of the income 
from his professional practice for a fiscal period commenc- 
ing before the year and ending in the year as will ensure 
that his income for the year generally represents 12 months' 
earnings and the amount so deferred be included in his 
income for the immediately following year. 


(10) That the replacement property rules be amended to 
provide that, for a disposition after February 15, 1984 of a 
former business property that is in part a building and in 
part land, a taxpayer may elect to reallocate to one part 
the proceeds of disposition of the other in an amount not 
exceeding the capital gain on that other part. 


(Ll) ‘That for transfers of property after’ 1964 sort 
elected, after 1981, the rules relating to divisive 
corporate reorganizations in paragraph 55(3)(b) of the Act 
be amended to clarify the existing restrictions on 
preliminary transactions carried out in contemplation of the 
reorganization, and that effective after 1981, consequential 
changes be made to subsection 55(4) of the Act. 


(12) That the provisions of the Act relating to the 
deduction and taxation of alimony and maintenance payments 
be extended to provide that amounts paid after 1983 by a 
taxpayer in respect of eligible post-separation expenses 
incurred in the year or a preceding year for the maintenance 
of a qualifying person or a child of that person who is in 
the custody of that person be treated as allowances payable 
on a periodic basis where the court order or written sepa- 
ration agreement under which the amounts were paid so 
provides and, for this purpose, eligible expenses include 
medical and education expenses and certain accommodation 
expenses in respect of the qualifying person's residence. 


(13) That for the purpose of the provisions of the Act 
relating to the deduction and taxation of alimony and 
Maintenance payments, any such payments made after 1983 and 
before the making of a court order or written separation 
agreement be deemed to be made pursuant to the order or 
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agreement where the order or agreement so provides and the 
payments are made in the year in which such order or 
agreement was made or in the immediately preceding year. 


(14) That paragraph 59(3.3)(a) of the Act 


(a) not require any income inclusion in respect of an 
amount described therein that becomes receivable by a 
taxpayer after 1983 where the amount would, if incurred 
as an expense, qualify as a Canadian oil and gas 
exploration expense (other than such an expense in 
respect of non-conventicnal lands, where the amount is 
receivable by the taxpayer in 1984, or a drilling 
expense in respect of a qualified tertiary oil recovery 
project), 

(b) require the inclusion in income of 10 per cent of 
an amount described therein that becomes receivable by 
a taxpayer in 1984 where the amount would, if incurred 
as an expense, qualify as a Canadian oil and gas 
exploration expense in respect of non-conventional 
lands (other than a drilling expense in respect of a 
qualified tertiary oil recovery project), and 


(c) apply for the 1984 and subsequent taxation years, 
where an amount becomes receivable by a taxpayer for 
property or services the cost of which was added in 
computing the earned depletion base of a person with 
whom he was not dealing at arm's length and not where 
an amount becomes receivable by a taxpayer on the 
disposition of property to a person with whom he was 
not dealing at arm's length. 


(15) That paragraph 59(3.3)(f) of the Act apply after 
April 19, 1983, where an amount becomes receivable by a 
taxpayer for property or services the cost of which was 
added in computing the mining exploration depletion base of 
a person with whom he was not dealing at arm's length and 
not where an amount becomes receivable by a taxpayer on the 
disposition of property to a person with whom he was not 


dealing at arm's length. 


(16) That the provisions of the Act allowing the tax-free 
transfer to a registered retirement savings plan or 
registered pension plan of amounts received from a pension 
fund or plan be restricted, for transfers after February 15, 
1984 in respect of amounts received after that date, to 
transfers from registered or certain foreign service pension 


funds or plans. 


(17) That with respect to relocations within Canada 
occurring after 1983, the moving expense deduction be 
extended to individuals who were unemployed immediately 
before moving to a new employment or business. 
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(18) That the provisions of the Act relating to expenses 
incurred before 1984 in drilling an oil or gas well in 
Canada that are included in the definition "Canadian 
exploration expense" be extended to such expenses incurred 


before 1986. 


(19) That rules be provided to permit, on the death of a 
taxpayer after 1983, a transfer of his qualifying farm 
property, including an interest in a family farm partnership 
or shares of a family farm corporation, to his child for any 
value between the cost amount of the property and its fair 
market value. 


(20) That the provisions of the Act relating to the 
transfer hy a spousal trust of shares of a family farm 
corporation, to. a schild of, the settlor be, extended, to. apply 
to transfers after May 25, 1978 of shares of a family farm 
holding corporation. 


(21) That where a taxpayer, who has under the special rules 
relating to inter-generational transfers acquired a farm 
property, an interest in a family farm partnership or shares 
of a family farm corporation or of a small business 
corporation, dies after 1983, the property be permitted to 
be transferred to a parent of the taxpayer for any value 
between its cost amount and its fair market value. 


(22) That for the purpose of the provisions of the Act 
providing for the deferral of tax on transfers of property 
by a taxpayer to his child, the definition of "child" be 
amended for transfers after 1983 to include a person who, at 
any time before he attained the age of 21 years, was in law 
or in fact in the custody and control of the taxpayer and 
wholly dependent on him for support. 


(23) That farm property transferred after December 31, 1983 
that is property leased by an individual to his family farm 
corporation or to a family farm corporation or partnership 
of his spouse or child be treated as property used by him in 
the business of farming for the purposes of the provisions 
of the Act relating to inter-generational transfers of farm 
property. 


(24) That the Minister of National Revenue be permitted 
after February 15, 1984 to accept an election under 
section85, 93; 97 or 98 of, thacictsafter expiry. of sthe 
late-filing period, or an amended election under those 
sections, where in his opinion it would be just and 
equitable to do so and the taxpayer pays a penalty, not 
exceeding $8,000, with such election. 


(25) That subsection 85(1.1) of the Act not apply with 
respect to dispositions of resource properties after 
February 15, 1984. 
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(26) That for the 1984 and subsequent taxation years, the 
provisions of the Act relating to amalgamations provide that 
a new corporation resulting from an amalgamation be allowed 
to utilize, for the purposes of section 37 and Part VIII of 
the Act, unused scientific research expenditures made by its 
predecessor corporations. 


(27) That where control of a parent or subsidiary 

has last been acquired before November 13, 1981 and the 
subsidiary is subsequently wound up, the deductibility to 
the parent of any non-capital losses of the subsidiary 
incurred in taxation years ending before the acquisition of 
control be limited only by those provisions of the Act 
governing the deductibility of losses subsequent to acquisi- 
tions of control that were in force on November 12, 1981. 


(28) That an anti-avoidance rule be introduced with effect 
from January 1, 1985 requiring a taxpayer who has an 
investment in a taxation year in a non-resident investment 
fund to include in his income for the year an amount 
calculated by reference to the designated cost of his 
investment multiplied by the prescribed rate of interest. 


(29) That the amendment to paragraph 104(6)(b) of the Act 
that came into force with respect to dispositions occurring 
after November 12, 1981 not apply in respect of a 
disposition to a specified tax exempt entity or Her Majesty 
after that date by a trust created before November 13, 1981. 


(30) That for the 1982 and subsequent taxation years, the 
Act be amended to permit a trust to allocate to its 

beneficiaries as income an amount not exceeding its Crown 
royalties and payments under the Petroleum and Gas Revenue 
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(31) That for the 1984 and subsequent taxation years, the 
provisions of the Act relating to the claiming of personal 
exemptions by a taxpayer prohibit a taxpayer from claiming a 
personal exemption in respect of a dependent child for a 
taxation year where the taxpayer is entitled to a deduction 
under paragraph 60(c.1) of the Act for the year in respect 
of a payment made for the maintenance of that child. 


(32) That for the 1984 and subsequent taxation years, the 
personal exemption for dependent nieces and nephews be 
amended to remove the conditions that relate to the status 


of their parents. 


(33) That for the 1984 and subsequent taxation years, the 
costs in respect of dogs trained to alert profoundly deaf 
persons, the cost of hydraulic wheelchair lifts for vehicles 
as prescribed by a medical practitioner and the cost of 
cloth diapers or disposable briefs for persons who are 
incontinent because of illness, injury or affliction qualify 
for the purposes of the medical expense deduction. 
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(34) That for the 1984 and subsequent taxation years, the 
special deduction allowed under the Act to individuals 
confined to a bed or wheelchair for a substantial portion of 
each day for a 12-month period ending in the year be 
extended to persons who are so confined for a period 
beginning in the year and continuing to the end of the year 
and who, in the opinion of a medical practitioner, will be 
so confined for a 12-month period. 


(35) That the provision of the Act permitting a taxpayer to 
make a charitable gift of real property at less than its 
fair market value be extended to apply to gifts of Canadian 
real property made after February 15, 1984 by non-residents 
to prescribed non-resident charities where the use of that 
property will be in the Canadian public interest. 


(36) That for the 1983 and subsequent taxation years, the 
forward averaging provisions be amended to recognize that 
the provincial share of an individual's forward averaging 
tax adjustment will be determined in accordance with the 
income allocation rules applicable in computing an 
individual's tax for the year under Part I of the Act. 


(37) That for the 1982 and subsequent taxation years, the 
forward averaging provisions be clarified to ensure that the 
balance of any accumulated averaging amount that an individ- 
ual's legal representative has not elected to include in the 
individual's taxable income for the year of his death be 
subject to tax under the Act as if 1/3 of such amount were 
added to his taxable income otherwise determined for each of 
the three taxation years immediately preceding the year of 
death. 


(38) That for the 1984 and subsequent taxation years the 
amount of an individual's tax otherwise payable as 
determined otherwise payable as determined under 

paragraph 122.3(3)(b) of the Act for the purposes of 
computing his overseas employment tax credit be increased by 
any amount claimed by him under the federal tax reduction 
and by any amount of tax deemed to be paid by him in respect 
of his income earned in the Province of Quebec and be 
reduced by any additional tax under subsection 120(1) of the 
Act on his income not earned in a province. 


(39) That an individual employed in a business carried on 
by a resident of Canada for the performance of services 
under an international development assistance program of the 
Government of Canada be eligible to claim an overseas 
employment tax credit on the same basis as other individuals 
where he commenced employment overseas after 1983 but before 
1987 in connection with a contract entered into by his 
employer before August 16, 1983. 
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That for taxation years ending in calendar years 


commencing after Royal Assent to any measure giving effect 
to this paragraph, the provisions of section 125 of the Act 
relating to the small business deduction be revised 


(41) 


(a) to repeal the provisions relating to the total 
business limit and the cumulative deduction account, 
thereby removing the $1,000,000 income accumulation cap 
above which a corporation or a group of associated 
corporations ceases to qualify for the small business 
deduction, 


(b) to repeal the provisions relating to income from a 
non-qualifying business and to provide that such income 
is eligible for the 21% small business deduction, 


(c) to allow any full-time employee of a personal 
services business or specified investment business to 
be included in applying the six full-time employee test 
which, if satisfied, makes the income from such 
business eligible for the 21% small business deduction, 


(d) to repeal the connected partnership rules and 
amend the rule designed to prevent the use of multiple 
partnerships to increase a corporation's small business 
deduction, and 


(e) to provide rules for calculating a corporation's 
business limit when its taxation year is less than 

51 weeks in duration or when it has two or more taxa- 
tion years ending in the same calendar year and is 
associated in each of those taxation years with a 
Canadian-controlled private corporation that has one or 
more taxation years ending in that calendar year. 


That in calculating foreign tax credits for the 1984 


and subsequent taxation years, taxpayers be allowed to 
deduct unclaimed foreign business-income taxes paid for the 
preceding seven and the subsequent three taxation years. 


(42) 


That for taxation years ending in calendar years that 


commence after Royal Assent to any measure giving effect to 
this paragraph, the provisions of the Act relating to the 
investment tax credit and the refundable investment tax 
credit be amended to provide that a Canadian-controlled 


private corporation qualify for 


(a) a 35 per cent investment tax credit rate on its 
qualifying scientific research expenditures for the 


year, and 


(b) the 40 per cent rate of refund in respect of its 
investment tax credits earned but not claimed in the 


year 
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only if the aggregate of the taxable incomes for the year of 
the corporation and all associated corporations does not 
exceed the aggregate of their business limits and, in the 
case of subparagraph (a), only to the extent of the 
corporation's defined scientific research expenditure limit 
for the year. 


are-Purchase (43) That 


x Credit 
(a) effective after April 25, 1984, a trust that is 


exempt from tax under the Act and a trust governed by 
an employee benefit plan not be permitted to allocate 
its share-purchase tax credit, 


(b) for the 1982 and subsequent taxation years, the 
provisions of the Act relating to the share-purchase 
tax credit be amended to clarify that the unused 
share-purchase tax credit available to be carried back 
consists only of that portion of the credits that could 
not be claimed in the year in which they were earned, 


(c) effective after June 1983, the share-purchase tax 
credits in respect of an issue of shares by a public 
corporation under a public offering be granted to the 
first holders of the shares (other than brokers or 
dealers in securities) instead of to the first 
registered holders if such treatment is elected by the 
public corporation, and 


(d) for the 1982 and subsequent taxation years, 
provisions be introduced to clarify that the amount 
paid for the share-purchase tax credit be treated as 
part of the cost of the share and not be treated as 
income to the issuer. 


ientific Research (44) That 

x Credit 
(a) effective after April 25, 1984, a trust that is 
exempt from tax under the Act and a trust governed by 
an employee benefit plan not be permitted to attribute 
scientific research tax credit to its beneficiaries, 


(b) for the 1982 and subsequent taxation years, the 
provisions of the Act relating to the scientific 
research tax credit be amended to clarify that the 
unused scientific research tax credit available to be 
carried back consists only of that portion of the 
credits that could not be claimed in the year in which 
they were earned, 


(c) effective after September 1983, the scientific 
research tax credits in respect of an issue of shares 
or debt obligations by a public corporation under a 
public offering be granted to the first holders of the 
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shares or debts (other than brokers or dealers in 
securities) instead of the first registered holders if 
such treatment is elected by the corporation, and 


(d) for the 1982 and subsequent taxation years, 
provisions be introduced to clarify that the amount 
paid for the scientific research tax credit be treated 
as part of the cost of the share, debt obligation or 
right and not be treated as income of the issuer or 
grantor. 


(45) That for taxation years ending in calendar years that 
commence after Royal Assent to any measure giving effect to 
this paragraph, the provisions of the Act relating to 
co-operative corporations and credit unions be amended to 
provide that such corporations no longer be deemed not to be 
private corporations for the purpose of determining the 
amount of investment tax credit earned by such corporations 
in a taxation year and the rate of refund in respect of such 
amount. 


(46) That the special three-year rule requiring a taxpayer 
to include in his income amounts withdrawn from his spouse's 
registered retirement savings plan cease to apply in respect 
of amounts withdrawn after February 15, 1984 where, at the 
time of the withdrawal and as a result of the breakdown of 
their marriage, the taxpayer and his spouse were living 
apart and separated pursuant to a Court order or written 
separation agreement. 


(47) That where an individual has, after December 31, 1983, 
disposed of a qualified farm property owned by him or by his 
spouse on that date, he be entitled to deduct in a taxation 
year a special contribution to a registered retirement 
savings plan to the extent that the total of all such 
special contributions for the year and preceding taxation 
years made by him does not exceed the lesser of his taxable 
capital gains on such dispositions and the amount by which 
his farm contribution limit exceeds the total of his 
contributions (other than special contributions) to 
registered retirement savings plans and registered pension 
plans for the year and all preceding years after 1983 and 
for the purpose of this paragraph 


(a) “qualified farm property" of an individual means 
any real property owned by him and used by hin, his 
spouse, any of his children or a family farm 
corporation of any such person in the business of farm- 
ing at any time after 1971 and before 1984 and includes 
shares of his family farm corporation and an interest 
in his family farm partnership, 
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(b) “farm contribution limit" of an individual means 
the amount by which the product obtained when $10,000 
is multiplied by the number of years after 1971 and 
before 1984 in which the individual or his spouse was a 
full-time farmer exceeds the total of all special 
contributions by the individual's spouse, and 


(c) "full-time farmer" in a year means an individual 
who was in the year a shareholder of his family farm 
corporation and an individual who in the year leased 
farmland to a full-time farmer who was his spouse or 
child or to a family farm corporation or partnership of 
his spouse or child and includes any other individual 
(other than an individual who in the year had or would 
have had, if he sustained sufficient farming losses, a 
restricted farm loss) who was in the year actively 
engaged in the business of farming in Canada. 


(48) That the special provisions applicable for the 1983 
and 1984 taxation years relating to the deduction of unused 
contribution limits in respect of registered home ownership 
savings plans be amended to ensure their application in 
respect of condominiums or similar properties as though the 
property was registered by the taxpayer at the time he occu- 
pies it as his residence where the property is registered 
before 1986. 


(49) That for taxation years commencing after 1982, the 
transfer of an interest in a life insurance policy (other 
than an annuity contract) to the policyholder's spouse, 
former spouse or child for no consideration occur on a tax- 
free basis where the transferee or a child of the 
policyholder or transferee is the person whose life is 
insured under the policy. 


(50) That for taxation years commencing after 1982, a 
taxpayer be deemed to have last acquired before December 2, 
1982 an interest in a life insurance policy (other than an 
annuity contract) if subsection 12.2(9) of the Act does not 
apply to that interest and it was acquired from a person 
with whom the taxpayer was not dealing at arm's length who 
last acquired the interest before December 2, 1982. 


(51) That 


(a) in respect of charities registered after June 
1984, the definition of "registered charity" be amended 
to clarify that the requirement that a registered 
charity be resident in Canada and either created or 
established in Canada is applicable to a branch, 
section, parish, congregation or other division of a 
Canadian charitable organization or foundation, 
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(b) for taxation years commencing after 1983, the 
provisions relating to charities be amended to provide 
that a charity be required to be registered as a 
charitable organization, a private foundation or a 
public foundation, and 


(c) for taxation years commencing after 1984, a 
charity not qualify as a charitable organization or 
public foundation where a majority of its directors, 
officers or trustees do not deal with each other at 
arm's length or further, in the case of a charity 
registered after February 15, 1984, where more than 

50 per cent of its capital was contributed by one 
person or a group of persons who do not deal with each 
other at arm's length. 


(52) That for taxation years commencing after 1983, 
endowments for periods of 10 years or more and gifts out of 
the capital of an estate not be treated as receipted 
donations for the purposes of a charity's disbursement 
quota. 


(53) That for taxation years commencing after 1983, the 
disbursement quota of a charitable foundation be the total 
of 


(a) 80 per cent of receipted donations received by it 
in its immediately preceding taxation year, 


(b) 80 per cent, or 100 per cent in the case of a 
private foundation, of gifts from other charities 
received by it in its immediately preceding taxation 
year, and 


(c) 4.5 per cent of the value of its investment assets 
at the beginning of the year. 


(54) That for the 1984 and subsequent taxation years, rules 
be provided to permit a carry-over of the disbursements of a 
charity in excess of its quota and to grant the Minister of 
National Revenue the discretion to reduce the disbursement 


quota of a charity. 


(55) That for the 1984 and subsequent taxation years, the 
time within which a registered charity is required to file 
information and public information returns with the Minister 
of National Revenue be extended from three months to six 
months after the end of its taxation year. 


(56) That for taxation years commencing after 1983, certain 
shares and indebtedness held by a private foundation be 
defined as "non-qualified investments" and that a special 
tax be payable by the issuer or borrower where such an 
investment fails to yield a minimum annual rate of return to 


the foundation. 
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(57) That for taxation years commencing after 1983, 
anti-avoidance rules be introduced 


(a) to prevent a group of charities from reducing or 
postponing its disbursement requirements by 
transferring funds within the group, and 


(b) to impose a special tax of 25 per cent where a 
foundation transfers more than 50 per cent of its 
capital to a charitable organization for the purpose of 
reducing or postponing its disbursement requirements. 


(58) That where in a taxation year commencing after 1983 a 
charity chooses not to use or fails to use for its intended 
purpose any property or income accumulated with the consent 
of the Minister of National Revenue, the amount thereof be 
deemed to be a receipted donation received by it in the 
year. 


(59) That with respect to notices of assessment for the 
1983 and subsequent taxations years, the existing four-year 
period during which the Minister of National Revenue may 
reassess tax payable under the Act be reduced to three years 
and that consequential changes be made to related provisions 
of the Act. 


(60) That effective after February 15, 1984, a taxpayer be 
permitted to revoke a waiver of the reassessment period upon 
one year's notice in the case of certain waivers filed 
before February 16, 1984 and upon six months' notice in 
other cases. 


(61) That the provisions of the Act requiring taxpayers to 
pay tax instalments be amended to require the instalments to 
be determined on the basis of tax payable before deducting 
any share-purchase tax credit or scientific research tax 
credit where the credit is pursuant to an investment 
acquired after February 15, 1984 other than certain invest- 
ments acquired before March 1984. 


(62) That for the 1984 and subsequent taxation years, 


(a) individuals and corporations not be required to 
pay tax instalments for a taxation year where the 
federal tax payable or the instalment base for the year 
is S)P),000 or “less{ “and 


(b) interest on deficient tax instalments for a 
taxation year not be exigible where the combined 
federal and provincial interest payable in respect of 
such instalments is $25 or less. 
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(63) That for taxation years ending in calendar years that 
commence after Royal Assent to any measure giving effect to 
this paragraph, the rule that provides an extension in the 
due date of a Canadian-controlled private corporation's 
balance of tax payable for a year be based on a requirement 
that the aggregate of the taxable incomes for the year of 
the corporation and all associated corporations not exceed 
the aggregate of their business limits. 


(64) That the provision of the Act relating to the joint 
and several tax liability arising as a consequence of 
spousal property transfers be amended to provide that a 
transferee will not be liable or required to make any 
payment after February 15, 1984 in respect of amounts owed 
under the Act by the transferor where property is 
transferred pursuant to a court order or written separation 
agreement if at the time the property was transferred the 
transferor and transferee were separated and living apart as 
a result of the breakdown of their marriage. 


(65) That the Minister of National Revenue be required 
after February 15, 1984 to refund to a taxpayer resident in 
Canada any overpayment of tax, interest or penalty resulting 
from a decision in which a court vacates or varies the 
taxpayer's assessment or refers his assessment back to the 
Minister for reassessment notwithstanding an appeal of the 
decision by the Minister and that the Minister be empowered 
to repay tax, interest and penalties to other taxpayers who 
are disputing similar cases. 


(66) That a notice of objection to an assessment made after 
Royal Assent to any measure giving effect to this paragraph 
be permitted to be filed within 180 days after the date on 
which the assessment was made. 


(67) That with respect to notices of objection served after 
Royal Assent to any measure giving effect to this paragraph, 
a taxpayer be permitted to appeal from an assessment to the 
Tax Court of Canada or the Federal Court without the consent 
of the Minister of National Revenue after 90 days from 
service of the notice of objection on the Minister. 


(68) That after Royal Assent to any measure giving effect 
to this paragraph, the prohibition on the award of costs by 
the Tax Court of Canada to a taxpayer on the disposition of 


an appeal be repealed. 


(69) That the Federal Court of Canada be required to award 
to a taxpayer all reasonable and proper costs of an appeal 
instituted by the Minister of National Revenue that is 
disposed of after Royal Assent to any measure giving effect 
to this paragraph where the disputed amount of tax assessed 
or loss determined does not exceed $10,000 or $20,000 


respectively. 
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(70) That, for taxation years ending in calendar years that 
commence after Royal Assent to any measure giving effect to 
this paragraph, the Act be amended to repeal Part VI thereof 
and to provide a simpler definition of the preferred-rate 
amount of a corporation at the end of a taxation year for 
the purpose of calculating a credit union's special 
deduction under subsection 137(3) of the Act. 


(71) That effective after June 1983 in the case of a 
share-purchase tax credit designation and effective after 
September 1983 in the case of a scientific research tax 
credit designation, the penalty for late filing of the 
designation be required to accompany the related prescribed 
form. 


(72) That rules be introduced to provide that where a 
public corporation has made an election referred to in 
subparagraph 43(c) or 44(c) of this Motion and the 
share-purchase or scientific research tax credits reported 
by a person issuing information returns in respect of such 
credits exceed the amount of credit allocated to that 
person, he be required to pay additional Part VII or 

Part VIII tax in respect of that excess. 


(73) That for the 1972 and subsequent taxation years, a 
trust governed by a registered pension fund or plan not be 
subject to taxation in respect of foreign property held by 
the trust where it was created solely for the benefit of 
non-residents working outside Canada. 


(74) That for the purposes of the provision of the Act 
relating to property held by pension funds and other exempt 
persons, the definition of "foreign property" be amended to 
exclude a share of a Canadian corporation listed on a 
prescribed stock exchange and acquired after 1983 pursuant 
to the exchange or conversion in accordance with terms and 
conditions existing on December 31, 1983 of another such 
share issued before 1984, 


(75) That subsection 208(1) of the Act not apply until after 
December 31, 1989 with respect to income from properties 
acquired before December 12, 1979. 


(76) That section 212.1 of the Act not apply to a 
disposition of shares by a non-resident after April 10, 1978 
to a Canadian corporation with which he does not, by virtue 
of a right referred to in paragraph 251(5)(b) of the Act, 
deal at arm's length. 


(77) That for taxes in dispute pursuant to notices of 
objection filed or appeals instituted after February 15, 
1984, taxpayers be permitted to provide security for payment 
thereof satisfactory to the Minister of National Revenue. 
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(78) That, where the withholding tax required under 

Part XIII of the Act to be deducted by a taxpayer from any 
amount paid or credited to a non-resident is not remitted on 
or before the 15th day of the month following that in which 
the amount was so paid or credited, 


(a) interest at the prescribed rate be payable by the 
taxpayer for the period commencing on the later of that 
day and February 15, 1984, where the taxpayer has: 
failed to deduct or withhold such tax as required, 


(b) the non-resident be jointly and severally liable 
with the taxpayer to pay any interest arising under 
subparagraph (a), and 


(c) interest at the prescribed rate be payable by the 
taxpayer for the period commencing on that day, where 
the taxpayer has failed to remit or pay the tax that 
had been deducted or withheld. 


(79) That effective after February 15, 1984, section 246 of 
the Act relating to directions of the Treasury Board to 
counteract the avoidance or reduction of taxes be repealed. 


(80) That for taxation years ending in calendar years that 
commence after Royal Assent to any measure giving effect to 
this paragraph, the Act be amended to clarify that a 
reference to a fiscal period of a partnership ending in a 
taxation year includes a fiscal period of the partnership 
ending coincidentally with that year. 


(81) That for taxation years ending in calendar years that 
commence after Royal Assent to any measure giving effect to 
this paragraph, the rules in subsection 251(5) of the Act be 
made applicable for the purpose of determining whether a 
corporation qualifies as a Canadian-controlled private 


corporation. 
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NOTICE OF WAYS AND MEANS MOTION TO AMEND 
THE PETROLEUM AND GAS REVENUE TAX ACT 


Injection 
Substances 


That it is expedient to amend the Petroleum and Gas Revenue 
Tax Act and to provide among other things: 


(1) That the cost of substances injected into a natural 
reservoir to assist in the recovery of petroleum or gas be 
allowed as a deduction 


(a) in computing a taxpayer's production revenue for 
the 1984 taxation year, where the substance is injected 
after 1980 and before the end of the taxation year and 
its cost was not previously deducted, and 


(b) in computing a taxpayer's production revenue for 
taxation years ending after 1984, where the substance 
is injected in the taxation year. 


ies 


NOTICE OF WAYS AND MEANS MOTION TO 
AMEND THE CANADA PENSION PLAN 


Prescribed 
Rules 


That it is expedient to amend the Canada Pension Plan and to 
provide among other things: 


(1) That the provision of the Canada Pension Plan requiring 
deductions by reference to tables prepared in accordance 
with prescribed rules be replaced with a requirement that 
deductions be made in accordance with prescribed rules, that 
such replacement be effective on January 1, 1985 and that 
the provision in force prior to January 19, 1984 continue to 
apply until January 1, 1985. 


oul See 


NOTICE OF WAYS AND MEANS MOTION TO 
AMEND THE TAX COURT OF CANADA ACT 


That rt te expedient to amend the Tax Court of Canada Act 
and to provide among other things: 


Costs in Tax (1) That the Tax Court of Canada be empowered to award an 

Court of Canada appellant his costs of an appeal in matters under the 
jurisdiction of the Court disposed of after Royal Assent to 
any measure giving effect to this paragraph. 
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LEGISLATIVE AND ADMINISTRATIVE CHANGES TO 
sere errs 
SCIENTIFIC RESEARCH TAX CREDIT (SRTC) 


The Honourable Marc Lalonde, Minister of Finance, today issued a statement on 
the operation and costs of the research and development tax incentives. He 
also announced that he will introduce legislation to ensure that research 
expenditures of tax-exempt organizations will not give rise to Scientific 
Research Tax Credits (SRTCs). The legislative changes will apply to share and 
debt obligations issued and rights granted after today. 


"The SRTC program has been highly effective in directing help through the tax 
system to R&D performers, and has been welcomed by industry," Mr. Lalonde 
said. "Twelve of the top 30 companies conducting R&D in Canada have made 
use of this mechanism. In addition, hundreds of smaller companies have been 
able to benefit from the program. This has permitted these companies to receive 
additional financing during the research phase, that critical period when support 


is most needed--up front." 


The Minister noted that questions had recently been raised concerning the operation 
and cost of the SRTC which was introduced in the April 19, 1983 budget following 


an extensive series of consultations with industry. 


He said suggestions that the cost of the program to date is about $900 million 

are based on some $1.8 billion of securities or debt designated under the program. 
This overstates the actual cost of the program for a number of reasons. First, 
the SRTC has been flexibly designed so that the credit may be flowed through 


a series of firms, each of which in turn issues an SRTC security. This results 
whe 


Ottawa, Canada K1A 0G5 


Canada 613 992-1573 
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in double counting of potential revenue cost when multiple designations are made, 
but the credit will effectively be paid only once in respect of the actual research 
and development. Second, when investors are individuals, the provinces pick 

up a share of the cost of the program. Finally, some firms have funded their 

R&D programs for the next couple of years. In that case the SRTC is so designed 
that the cost will not be borne by the government until the R&D is actually 


performed. 


In addition, the filing date for issuing an SRTC for 1983 was extended to the 
end of February 1984 to allow firms to take advantage of the program in its first 
year. This had the effect of allowing firms to issue SRTCs for both 1983 and 
1984 at once, so that the SRTC designations represent two years of designations, 
rather than one. The Minister said it is impossible to arrive at an accurate cost 
figure at this early stage of program, before tax returns are filed, but that it 


is certainly lower than the figure that has been suggested. 


"While the cost of the program is somewhat higher than estimated, I am pleased 
with its success in providing assistance to R&D in Canada," the Minister said. 
"This program has generated substantial private investment in new Canadian 


R&D which is essential to our long-term competitiveness in world markets." 


He noted that there are special built-in safeguards in the SRTC mechanism to 
ensure compliance and facilitate administration. These safeguards include the 
designation of R&D expenditures by the performing companies, directors' liability 
with respect to payment of the Part VIII tax, and the requirement that investors 


must show they have exercised due diligence in acquiring an SRTC. 


Part VIII tax is a refundable tax, payable annually by a corporation and equal 
to the total SRTC designations it has made to investors. The tax is refundable 


when research expenditures are made or SRTC credits are earned. 


Mr. Lalonde noted that his colleague, the Minister of National Revenue, had 
announced on June 4 that officials of his department would be assessing Part VIII 
tax in situations where the company could not satisfy Revenue Canada that it 


would be undertaking sufficient R&D before the end of its year. 


ary 


ee 


"We are monitoring the SRTC program in conjunction with Revenue Canada, to 
ensure its proper operation by companies performing R&D and investors 
acquiring SRTCs," he said. 


The Minister noted that the purpose of introducing a Scientific Research Tax 
Credit program last year was to provide private sector corporations greater 
access to tax incentives in situations where they are not able to use them on a 
current basis. However, a number of arrangements for channeling research 
efforts of certain tax-exempt entities through taxable corporations solely to 


benefit from the SRTC program have been proposed. 


Mr. Lalonde said that hospitals, universities and other tax-exempt entities 
already receive substantial funding from various levels of government and the 
purpose of the SRTC program was to stimulate greater R&D by the private 


sector. 


"I believe it is appropriate to clarify in the legislation that tax-exempt 
organizations cannot obtain benefits from the SRTC program by channeling their 
research through taxable Canadian corporations in an attempt to secure tax 


benefits to which they are not entitled themselves," he said. 


Reference: 


Tax Policy and Legislation Branch 
David Holland (613) 992-1282 
Len Farber (613) 996-0597 
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One of the fringe benefits of being Minister of Finance is to speak to the 
Investment Dealers Association in delightful places like Jasper. Last year, I 
recall, it was St. Andrew's-by-the-Sea. Of course, you can hardly be accused 
of taking a holiday when you invite the Minister of Finance to entertain you. 
Nevertheless, in keeping with the surroundings, I shall try to complement the 
reflective tone of your gathering in my remarks here today. 


I believe it is a credit to your innate sense of optimism that you planned this 
conference for a locale more notable for bears than for bulls. You may have 
noticed the recent news report about the bear that crashed through the doors 
of a bank on the main street of Jasper. I must say that I wondered for a while 
whether the Prime Minister would receive another complaint from the Canadian 
Bankers Association on the subject of "bank-bashing". Fortunately, it has 
been determined that the bear was not a candidate for the Liberal leadership 


and is in fact a card-carrying member of another party. 


This is an appropriate time for serious reflection on past and future economic 
directions for Canada. We are in the middle of a particularly important political 
transition -- one that will continue even after the next election until the style 


and substance of a new government has become established. 


The era now drawing to a close has been one of challenge and achievement for 
Canada. It is not my purpose today to review the full record of the past 

16 years, or to try to usurp history in judging the contribution of Prime 
Minister Trudeau. While significant progress has been made in constitutional, 
social and many other fields of public policy, Canada's economic achievements 


during this period have been equally noteworthy. 


Canada's record of economic growth, job creation and business investment has 

been second to none among the major industrial nations over the past 16 years. 
We certainly felt the tremors, and we continue to feel the after-effects, of the 
world economic upheavals that followed the oil price explosions of the 1970s. 


But we have fared better than most in some extremely difficult circumstances. 
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Equally important, this country is positioned for solid new progress in the 
years ahead. I note that Carl Beigie, chief economist for Dominion Securities 
Pitfield Ltd., was recently quoted as saying the Canadian economy is 


fundamentally "in better shape than it has been for 15 years." 


It does not take a dewy-eyed optimist to subscribe to that kind of positive view 
of Canada's economic position. For example, we have made important progress 
against inflation and in favour of a better competitive position in the world 
economy. We have the resources -- human, material and financial -- to 


translate this country's good prospects into real success. 


Political eras can be precisely defined by the periods in office of particular 
governments and leaders. Economic eras, to the extent that they can be 
defined at all, do not fit into neat packages and do not correspond to political 
eras. And this is so in spite of the efforts of all those who would dearly love 
to convince the public that government policies can be blamed, or congratulated 


as the case may be, as the sole cause for any given economic record. 


We know, on the contrary, that the economic world in which Canada must make 
its way is moved by a great many forces, most of them substantially beyond the 
control of any one government and many of them difficult to predict with any 
degree of accuracy. Clearly, coping with that kind of world requires that 
government provide the broadest possible measure of stability and certainty 
while at the same time encouraging an economic environment conducive to 
necessary change and adjustment. These have been fundamental goals of our 
fiscal, economic and monetary policies. I believe they will continue to be major 


priorities of our next government as well. 


This approach does not preclude dramatic new measures to deal with economic 
problems. But it does strongly suggest that changes in policies must be 
designed to minimize the disruptive effect that change, even change for the 
better, can bring. This goal has been central to my efforts as Minister of 
Finance, and it is reflected in the greatly expanded consultation process that 
has been introduced. We have seen a fundamental change in the way budgets 
are designed and implemented. Budgets and governments come and go, but I 
believe this more open and more constructive consultation process will remain 


part of the permanent fabric of government and its relations with business, 
labour and all others in society. 
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Quite frankly, I can think of no more important way to get Canada working 
better economically than to continue to expand the opportunity for people from 
all sectors of the economy to sit down and talk practical sense to each other; 
and to do it free of posturing and the charades that characterize so much of 
the public rhetoric that we hear. 


At the same time, I believe we can all benefit from a greater emphasis on the 
reality of our economic situation than on what might be called the mythical 
beliefs that spring, full-blown and often distorted, from the particular biases 


that we may have. 


I would like to pursue this theme in the specific context of your professional 
interest -- investment. I noted earlier that Canadians have a good record of 
business investment -- we in Canada have invested more as a proportion of 
Gross National Product than any other major industrial nation except Japan 
during the past decade and a half. There are some who talk as if we in 
Canada hadn't done anything right in the investment field since the days of 
C.D. Howe. If that were the case, I wouldn't be standing here today in front 


of so many eminently successful investment people. 


There is no denying that capital investment has been slow to recover from the 
effects of the recession. Like many others in Canada, I wish that more 
companies had adopted a more aggressive approach to new capital investment in 


the immediate post-recession period when total economic demand was at a low 


ebb. 


However, in some sectors, the recovery has yet to take firm hold. In others, 
capacity utilization remains relatively low despite rising demand and output. 
And many in the private sector want to improve balance sheets before making 
major new commitments for plant and equipment. At the same time, I cannot 
emphasize too much the need for aggressive investment in more efficient, 
modern facilities and in the research and development enterprises that are 
crucial to product and productivity improvements. I remain confident that 


capital investment will grow strongly in the months and years to come. 
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Your industry has played a key role in helping to provide the new capital that 
will put balance sheets in better shape and companies in better position to 
invest in their own future. Last year, for example, about $5 billion in new 
equity financing was issued in Canada. That's a good start, but we will need 
to step up the pace if the private sector is to make the kind of progress that 


is within its grasp. 


Like so many other economic issues, investment is a complex subject that defies 
quick and easy understanding. In Canada, it's made even more challenging by 
the fact that foreign direct investment plays such an important role in our 
economy. And this has given the public debate about investment an emotional 


and sometimes irrational flavour. 


I have had occasion to reject the extreme notions of foreign investment as an 
unmitigated evil for Canada on the one hand and the total salvation for our 
economy on the other. The federal government's policies have been built on 
the practical principle that foreign investment has played and will continue to 
play an important role in Canada. This is implicit, for example, in the role of 
the Foreign Investment Review Agency which assesses prospective new 
investments and acquisitions and currently approves about 97 per cent of them 


on the basis of significant benefit for Canada. 


One of the more popular myths is that new foreign direct investment has all but 
disappeared in Canada in recent years. And this in turn is blamed for a wide 


assortment of economic evils in Canada. 


I believe it is important to clarify the issues involved, and to try to view 
foreign investment in a realistic perspective. First of all, we need to clear 


away some of the statistical confusion that surrounds the subject. 


At the risk of over-simplifying, we can focus on three main types of investment 
behaviour that have a bearing on the foreign investment debate. One is direct 
foreign investment in Canada. Another is the acquisition of foreign-owned 
assets in Canada by Canadians, which produces an outflow of foreign direct 
investment. And the other is direct investment abroad by Canadians through 
acquisitions and other means. These different sets of transactions all 


contribute to the net direct investment flows recorded in the Canadian balance 
of payments. 
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Let's look first at Canadian direct investment in other countries. These 
investments have been increasing strongly in recent years. For example, over 
the past seven years, Canadian direct investment abroad was more than four 
times larger than in the previous seven years. While this has weakened the 
overall balance of direct investment flows, it is clearly a positive indication of a 
maturing economy. 


The fact that Canadian investment abroad has increased obviously does not 
mean that foreign investors have lost interest in Canada. The figures tell us 
that Canadian firms have increasingly been able to take advantage of foreign 
business investment opportunities, as indeed they must in many sectors in 
order to ensure full access to other markets. This is a sign of an economy 
continuing to develop fuller links with the world economy on which we ultimately 
all depend. It is a sign that we in Canada have developed industries with the 
know-how and the financial capability to expand into larger markets. That's 


cause for optimism rather than gloom about the performance of our economy. 


These investments abroad, by the way, have helped to increase the flow of 
dividend income into Canada to offset some of outflows resulting from foreign 
direct investment in this country. However, dividend inflows remain well below 


the outflows. 


Now let's narrow the focus a bit more to look at acquisitions of foreign business 
assets in Canada by Canadians. Some people give strong moral support to the 
idea that it would be healthy for Canadians to own a larger share of key 
domestic industries than they have in the past. Yet, these same people seem to 
argue that there is always a better time -- never today, never tomorrow -- to 


begin making some progress in that regard. Regardless, we have been making 


progress. 


At the same time as Canadians have invested more actively abroad, they have 
been investing substantially in the acquisition of foreign-owned assets in 
Canada, most notably in the petroleum industry but in several other sectors as 
well. This has helped increase Canadian control of capital employed in 


non-financial industries from 64 per cent in 1970 to an estimated 74 per cent in 


1982. 
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Large outflows caused by takeovers and other special transactions resulted in 
foreign direct investment in Canada being negative in 1981 and 1982. 
Nevertheless, foreign direct investment in Canada has been positive in 17 of the 
past 20 years, and the first quarter figures for this year show a substantial 


net inflow as well. 


But these net figures still do not reveal the full picture of foreign investor 
interest in Canada. After all, the amounts Canadians spend on acquiring 
foreign-owned assets in Canada are quite separate from what foreign investors 
send or bring in as direct investment. So let's take a look at this side of the 
ledger. And in so doing, we can assess the claim that foreign direct 
investment has been deserting Canada in recent years. Since this supposed 
decrease has been widely blamed on the Foreign Investment Review Agency, 
let's look at new foreign direct investment before and after FIRA came into 


operation in 1974. 


In the 10 years prior to FIRA from 1964 to 1973, new foreign direct investment 
-- that is, exclusive of takeovers and other special transactions -- flowed into 
Canada at an average rate of about $690 million per year. After FIRA was in 
force, from 1974 through 1983, the average was about $1.4 billion per year -- a 
substantial increase. And the average in the past four years has been more 
than $2 billion. 


In short, new foreign direct investment has increased, not decreased -- and 
has increased substantially in recent years. And this has happened while FIRA 
continued to do its job of ensuring that new foreign direct investment brings 
significant benefit to Canada. 


But those figures do not tell the full story of growth in foreign direct 
investment in Canada. The balance of payments figures in which investment 
flows are recorded do not include reinvestment of retained earnings by foreign 
firms already in Canada. A good case can be made for including these earnings 
because they are the most important form in which direct investment takes 
place. Currently, they are running in the vicinity of $4 billion per year. 


Many other countries include retained earnings in their balance of payments. 
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Including retained earnings, we find that the book value of foreign direct 
investment has continued to increase in Canada at a substantial pace -- up from 
about $26 billion in 1970 to an estimated $72 billion last year. At the same time 
it must be acknowledged that direct foreign investment has declined as a 
proportion of total foreign investment in Canada. The changing composition of 
total foreign long-term investment reflects, among other things, the elimination 
of the non-resident withholding tax on interest income from newly issued 
long-term corporate bonds. 


In any event, it is a mistake to attribute a major role to FIRA in the trends 
affecting foreign investment in Canada. The scope of the FIRA process is quite 
limited -- affecting in recent years only about 10 per cent of the annual 
increase in the value of Canadian assets held by foreign-owned companies. And 
we have seen that inflows of new foreign direct investment have continued to 


STrow. 


My purpose today is to set the record straight on the foreign investment issue, 
not to make a major point about FIRA as such. But too often the media and 
opposition critics have chased illusions and have opted for scapegoats rather 
than real solutions for economic problems. And few issues have illustrated that 
tendency better than FIRA. It's time to stop dealing in mythical beliefs about 


investment and start facing reality. 


As I have noted, a substantial increase in equity investment in the corporate 
sector is clearly desirable at the present time. I do not quarrel with those who 
argue that foreign investors should continue to play a significant role in this 
increased investment in equities -- I agree with them. But I do question the 
balance and the judgment of those who treat foreign equity investment as the 
sole solution for Canada's economic growth problems, and who largely ignore the 
need to encourage more Canadians to invest more aggressively in their own 
country's future. Goodness knows, the Government of Canada has not ignored 


the need -- we have a set of very favourable incentives for individual Canadian 


investors. 


There is an overwhelming case for Canadians to continue to play a more direct 
role as investors in their own economic future -- to become more active, more 


confident and more successful in their own right and in partnership with 


foreign investors in this country. 
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To accomplish that goal, we Canadians have to find a better balance not only in 
our investment behaviour but in our economic attitudes in general. And that 
should include speaking out loud and often at home and abroad on the basic 
soundness of the economy. Clearly, there is much to do in this regard to get 
the message across. Earlier this month, for example, a public opinion survey 
found that 37 per cent of respondents believed the inflation rate is 10 per cent 
or higher and almost one quarter believed the unemployment rate was greater 
than 20 per cent. Could they have been reading and listening to the same 
commentators and public figures who have made careers out of exaggerating the 


problems and underestimating the prospects of the Canadian economy? 


Those who look ahead with a jaundiced eye are in danger of seriously 
underselling the capacity of Canadians to meet and overcome the many economic 
challenges that we face. We have done well over the years. While building a 
strong record of economic growth and job creation, we Canadians have invested 
aggressively both at home and abroad. And we have continued to welcome 


foreign investors as major partners in the job of building the economic future. 


We have made a good beginning in the post-recession period, but just a 
beginning, in the job of building renewed economic strength in a much tougher 
world trading environment. We should take heart from the progress we are 
making. Just in the past two weeks, for example, we have seen significant new 


investment decisions in the automobile and petroleum industries. 


As you are well aware, it is the massive job of investing money, talent and 
hard work that will determine how successfully Canada grasps the opportunities 
that lie ahead. In that regard, I can do no better than endorse the recent 
message of your president, Andrew Kniewasser, to the effect that we can put 
in place in Canada more than $3 trillion of new investment over the balance of 
the 1980s and 1990s. And that means investments not only in new plant and 
equipment, and technology, but also in enriched human resources and new 


management and marketing techniques to make this country thrive as never 
before. 


I applaud that sense of confidence and determination and the ability to see the 
investment challenge in its full human dimensions. And I urge Canadians to 
face the future with the same blend of confidence and realism that will help us 


to develop our capacity to make a great nation much greater. 


—— ; Government 
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LEGISLATION TO LIMIT USE OF DIVIDEND TAX CREDIT BY GOVERNMENTS 
ee EE BE YEN NIEN TO 


The Honourable Marc Lalonde, Minister of Finance, today announced his 
intention to introduce legislation under which the beneficial tax treatment of 
dividends will not apply to shares issued by certain government-owned 
corporations. It will generally affect shares issued after today by corporations 


controlled by a province or by a Canadian municipality. 


The effect will be to deny the dividend tax credit to individual investors and 
the inter-company dividend exemption to corporate investors with respect to 
dividends paid on such shares. The legislation will permit an exemption for 


those corporations in which a substantial amount of participating equity is held 


by the private sector. 


Mr. Lalonde said the change was necessary because of arrangements made by 
certain provinces solely to obtain the benefit of the special tax treatment of 
dividends. Under these arrangements a province would establish a separate 
taxable corporation and arrange for it to issue preferred shares to the public, the 
proceeds of which would in effect be used to finance the government. If 

the province had borrowed the funds directly, it would pay interest at the 
regular rates. However, by arranging the financing through a separate 

company its effective borrowing costs would be significantly reduced because of 


the availability to investors of the dividend tax credit. 


The dividend tax credit is a special tax deduction provided as an incentive to 
encourage equity investment in taxable Canadian corporations. By using a 
separate corporation, the province would secure a benefit, the cost of which 
would be borne by the federal government and by other provinces in which the 
investors reside. 
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In recent discussions officials of the federal government and a number of 
provinces expressed serious concerns about this type of arrangement and it had 


been agreed that the issue would be discussed by Ministers at the earliest 


opportunity. 


"Notwithstanding these discussions, the Province of Manitoba decided to proceed 
with a transaction of this nature, leaving the federal government no choice but 
to take immediate action," the Minister said. "I regret very much Manitoba's 


decision to go ahead with this transaction in these circumstances." 


However, the new limitation will not apply to shares to be issued by Manitoba 
Properties Inc. pursuant to its currently pending offer, as to do so would 
disrupt a transaction that has already been publicly announced. But the new 
legislation will prevent the tax benefits from attaching to similar transactions in 


the future. 


Reference: 


T.C. Morris 
(613) 995-3586 
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INDEXATION OF ALCOHOL AND TOBACCO TAX TO BE CHANGED 
ee ee ee are ee eee 


The Honourable Marc Lalonde, Minister of Finance, today announced the 
government's intention to modify the basis for indexing federal taxes on 
alcoholic beverages and tobacco products. The change is in response to the 
recommendations of the Task Force on Alcohol and Tobacco Tax Indexation, 
made public May 11. 


In the past, the indexation of excise taxes and duties on alcoholic beverages 
and tobacco products has been based on the specific subgroups of the consumer 
price index (CPI) for those products. In the future, the indexing for these 
products will be based on changes in the total CPI. 


The indexing adjustments to be effective on September 1, 1984, will reflect the 
percentage increase between the average CPI for the 12 months ending June 30, 
1984 and the average CPI for the preceding 12-month period. This increase is 
expected to be about 5 per cent. Under the present system, the tax increases 
would have been approximately 8 per cent for alcoholic beverages and about 


17 per cent for tobacco products. 


The Minister estimated that this change will reduce federal revenues by some 


$100 million for the 12 months beginning September 1984. 


Mr. Lalonde added: "In view of the fact that provincial taxes and markups 
apply to a price base that includes federal taxes, the saving to consumers will 


be greater than $100 million." 
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The Minister said that, "although the government will forgo substantial 
revenues, I am pleased that consultations have led to a fairer and more 
satisfactory tax system with a resulting benefit to consumers. The change 
responds to concerns expressed by tobacco growers, tourist and restaurant 
associations, producers of alcohol and tobacco products and employees in those 


industries." 


The Minister observed that provincial markups and taxes constitute a 
substantial portion of the retail prices of alcoholic beverages and tobacco 
products. On a typical bottle of spirits, for example, provincial taxes and 
markups amount to 50 to 60 per cent of the retail price while the federal levies 


amount to some 25 per cent of that price. 


"The recent budgets of the provinces of Ontario and Quebec did not 
significantly increase provincial taxes and markups upon these industries," 

Mr. Lalonde said, and added: "I hope that the relief provided by this 
adjustment to the federal tax indexing formula will not be offset in future years 


by increases in provincial levies." 


Reference: 


Brian Wurts 
Tax Policy and Legislation Branch 
(613) 992-3113 
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The Honourable Marc Lalonde, Minister of Finance, and the Honourable Judy Erola, 
Minister of Consumer and Corporate Affairs and Minister for the Status of 
Women, announced today a decision by the federal government to exempt sanitary 


napkins and tampons from the federal sales tax. 


The tax, levied at a rate of 9 per cent on the manufacturers' selling price to 


wholesalers, is being removed effective March 23, 1984. 


"These products are essential for women and the government has accepted the 
argument that they should be treated, for tax purposes, in the same manner as 


most other non-discretionary items," Mr. Lalonde said. 


The Minister noted that the matter has involved months of discussion and 
consultation between the government and the firms which produce sanitary 
napkins and tampons. Some of the technical questions have been the subject of 


cases before the Federal Court of Canada and the Tariff Board. 


"The Department of Consumer and Corporate Affairs will monitor the impact of 
the removal of the federal sales tax on the consumer price for those products. 


It is important that these benefits be passed on to Canadian women," Mrs. Erola 


said. 


The move is expected to cost the federal government some $12 to 15 million a 


year in revenues. 


S.N. Poddar, Director ae 
Tax Analysis & Commodity Tax Division 


(613) 996-8267 
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GOVERNMENT WOULD REINTRODUCE FISCAL MEASURES 


The Honourable Marc Lalonde, Minister of Finance, announced today that it is 
the government's intention, if re-elected, to reintroduce in the new Parliament 
the tax and tariff measures proposed in the Budgets of April 19, 1983 and 
February 15, 1984, that were on the Order Paper of the House of Commons at 
the time of dissolution. These would be effective from the dates set out in the 


Notices of Ways and Means motions in the last session. 


These budgetary measures involve amendments to the Income Tax Act, 
Petroleum and Gas Revenue Tax Act, Excise Tax Act, Excise Act, Customs Act 
and Custom Tariff, and a new measure dealing with the interpretation of 


- international tax conventions. 


In the interim, pending such government action, the Department of National 
Revenue will continue, in the traditional manner, to administer budgetary 


measures on a provisional basis. 


The Minister said he is making this announcement in order to minimize confusion 


and uncertainty among taxpayers. 


"I wish to underline the importance of these measures both in promoting 
improvements in the tax system and in carrying forward the government's fiscal 
policy, as set out in the last two budgets, to implement a number of special 
recovery projects that will accelerate economic recovery and growth while at the 


same time permitting a gradual reduction of the budget deficit." 
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The Minister's statement applies to the following measures which had not been 


adopted by Parliament before dissolution: 
Income Tax Amendments 


Notices of Ways and Means Motions tabled on June 18, 1984, covered the income 
tax proposals in the February budget and a number of new relieving provisions 
for tax administration. The February budget measures include extensive 
changes to reduce and simplify the tax law for small business, to reduce the 
tax liability on the sale of family farms and to increase the exemptions for the 
payment of quarterly tax instalments. Among the administrative changes are 
provisions to reduce the four-year limit on reassessments of tax to three years, 
to broaden the appeal rights of taxpayers and to enable the Tax Court of 


Canada to award costs to taxpayers on successful appeals. 
Petroleum and Gas Revenue Tax (PGRT) 


Bill C-14, introduced on January 31, 1984, contained provisions, announced 
previously, to reduce the rate of PGRT for the period from June 1, 1982 to 
May 31, 1983, to introduce a credit for corporations of up to $250,000 of PGRT 
payable on eligible production revenue, to change the method of taxation of 
production royalties to a withholding tax and to allow a deduction for eligible 


enhanced oil recovery capital costs. 

Interpretation of Tax Treaties 

On April 5, 1984 a Ways and Means Motion was tabled relating to the 
interpretation of Canada's tax treaties with other countries. This provides that 


the meaning of treaty terms will evolve with changes in Canadian tax laws. 


Sales and Excise Tax Measures 
The April 1983 budget proposed a number of special recovery projects to 
accelerate economic recovery, improve Canadian competitiveness and enhance 


prospects for long term growth. To help finance this program, it was proposed 


ao 


- 3 - 


in Bill C-15 that the rates of federal sales tax be increased by one percentage 
point during the period October 1, 1984 to December 31, 1988. That bill also 
contained the 1983 budget proposal for a 6 per cent tax on amounts charged for 
‘radio and television programming services, effective July 1, 1983. Revenues 
from this levy are intended to finance assistance to private production 
companies and independent producers under the new broadcasting strategy for 
Canada. 


Bill C-15 also proposed a number of technical amendments relating to the air 


transportation tax and exemptions provided for certain products. 
Other excise tax measures proposed in the last session: 


-- Amendments to address a serious disparity in the application of 
federal sales tax to domestic and imported automobiles, by shifting the tax 
on automobiles from the manufacturers' to wholesalers' level, effective 
March 1, 1984. Currently, the tax applies to domestic motor vehicles on 
their sale price to retailers while imported vehicles are taxed on duty paid 
value. This difference in application of tax results in the payment of 
between $100 and $200 more tax on North American vehicles than on 


comparable vehicles produced in Europe or Japan. 


-- Establishment of a formal assessment and appeal system relating to the 
sales and excise tax and the introduction of a number of technical amendments 
to improve the equity of the system. These include payment of interest on 
refund applications outstanding more than 60 days, refund of tax on sales 


that become bad debts and removal of criminal penalties for non-payment of 


sales and excise taxes. 


Customs Tariff Measures 


The February 15 budget contained a number of tariff changes including certain 
increases recommended by the Tariff Board in its report "Tariff Items Covering 
Goods Made/Not Made in Canada". The February 15 budget also contained a 
proposal to implement a new system of customs valuation, effective January 1, 
1985. The latter proposal includes increases in certain tariffs to maintain 


existing levels of tariff protection that would otherwise be reduced under the 


new valuation system. 
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ADVISORY COMMITTEE TO STUDY EQUALITY OF PENSION BENEFITS 
SSD Ses a Dea 1 Neda ee nal eer 5 lhclomadnc re Peal mle sehet ee dal adie ea nS a 


The Honourable Marc Lalonde, Minister of Finance, today announced the 
appointment of an Advisory Committee on Equal Pension Benefits to recommend 
ways of ensuring the equal treatment of men and women in federal pension 


legislation. 


The 10-member committee, chaired by Roland Boutin of Ste. Foy, Que., an 
actuarial company executive, has already begun a series of meetings and has 


been asked to report this fall. 


A proposal to set up such a committee was contained in a budget document, 


"Action Plan for Pension Reform", issued by Mr. Lalonde on February 15. 


"Equality for women must extend to the workplace," Mr. Lalonde said. "While 
difficult technical issues require study, our objective is to ensure that pension 
benefits for male and female employees retiring in identical circumstances are 


truly equal and that this is clearly established in our federal law." 


The committee, made up of members representing a wide range of expertise from 


the private sector, will report to the government on the best way to achieve 


this. 


The Canadian Human Rights Act already prohibits unequal treatment of males 
and females and most pension plans embody that principle. But there are some 
types of retirement income plans, most notably defined contribution and money- 


purchase arrangements, under which benefits differ. 
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Mr. Lalonde said the formation of the committee is a further step in the 


government's commitment to pension reform and consultation on its reform 


proposals. 


Draft amendments to the Pension Benefits Standards Act were tabled in the 
House of Commons on June 5 containing a provision to ensure equal benefits for 
men and women. The draft legislation also included proposals for inflation 
protection of benefits, vesting after two years of service, improved survivor 
benefits for spouses, increased coverage for full-time and part-time workers 


and ways to carry benefits from one job to another. 


A list of the committee members is attached. 


Reference: 


H.G. Hanes, 
Federal-Provincial Relations 

and Social Policy Branch 
(613) 993-7605 


MEMBERS OF THE ADVISORY COMMITTEE ON EQUAL PENSION BENEFITS 


Mr. Roland Boutin Chairperson 
Associate and Director 

- William M. Mercer Ltd. 

Ste. Foy, Quebec 


Mr. Robert Baldwin 
National Representative 
Research and Legislation 
Canadian Labour Congress 
Ottawa 


Mr. Ian Bovey 

Assistant Vice-president, Human Resources 
Northern Telecom 

Islington, Ont. 


Ms Shelagh Day 

President 

Canadian Human Rights Reporter 
Saskatoon, Sask. 


Mr. Claude Garcia 

1st Vice-president and Actuary 
Standard Life Assurance Co. 
Montreal 


Ms Monique Giguére 
Actuary 
Pouliot Guérard Inc. 
Montreal 


Mr. Robert Granger 

Special Assistant to the Executive Vice-president 
Canadian Pacific Ltd. 

Montreal 


Dr. Noel Kinsella 

Executive Assistant to the President 
St. Thomas University 

Fredericton, N.B. 


Ms Lynne Sullivan 
Consultant 

William M. Mercer Ltd. 
Toronto 


Mr. Cecil White 

Vice-president 

Metropolitan Life Insurance Co. 
Ottawa 
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From the Office of the Minister of Finance Du Cabinet du ministre des Finances 

The Honourable Marc Lalonde l’honorable Marc Lalonde 

Immediate release Ottawa, August 24, 1984 
84-130 


DRAFT INCOME TAX LEGISLATION RELEASED 


The Honourable Mare Lalonde, Minister of Firfanee, today~made public draft 
legislation and technical explanatory notes which set out the ‘details of the 
income tax changes proposed in the Notices of Ways and Means. Motions tabled in 
the House of Commons on June 18, 1984. 


Most of the changes were first announced in the February 15, 1984 budget and 
include measures to reduce and simplify the tax laws for small business and 
measures to reduce the tax liability on the sale of family farms and to increase 


the exemptions for the payment of quarterly tax instalments. 


"The government tried to get this legislation passed by Parliament in June," 
Mr. Lalonde said. "Unfortunately, the Conservative opposition refused to give 
speedy consideration to these important and beneficial measures. It is the 
intention of the government to introduce this legislation as a priority item in 


the next Parliament." 


The draft legislation sets out a number of relieving provisions for tax 
administration proposed in the February budget and in the June 18 Ways and 


Means Motion. Those provisions include the following changes in tax 


administration: 


The four-year limit on reassessment of tax is being reduced to three years 


with respect to the 1983 and subsequent taxation years. 


ioe 


Canada 


Taxpayers will be permitted to appeal to the Tax Court of Canada or to 
the Federal Court, without the consent of the Minister of National 
Revenue, at any time after 90 days from the filing of a notice of objection 


instead of the present 180-day waiting period. 


The Tax Court of Canada Act is being modified to give the Court the 
authority to establish guidelines for the award of costs to appellants with 
respect to all matters falling under its jurisdiction, including income tax 
appeals and certain unemployment insurance and Canada Pension Plan 


issues. 


The new provision to allow taxpayers to revoke reassessment waivers is 
being extended to allow as well the revocation of waivers filed before 
February 16, 1984. 


The Minister of National Revenue will be given authority to refund taxes to 
a taxpayer who has filed a notice of objection where the tax issue in 
dispute is substantially the same as an issue decided by a Court in favour 


of another taxpayer. 


The draft legislation responds to representations received concerning the 
anti-avoidance measure proposed in the February budget to counter the tax 
reduction and tax deferral opportunities that arise with respect to certain 
offshore investment funds, by proposing a postponement of the effective date 
from January 1, 1985 to January 1, 1986 for offshore fund investments made 
before February 16, 1984. That change allows for a more orderly 
rearrangement of funds in existence on February 15, 1984 while continuing to 


discourage new offshore fund investments. 


The Minister noted that while most of the draft amendments were released to the 
public on April 25, 1984, many enquiries have been received concerning the 
details of the revised draft legislation. Accordingly, the Minister stated that it 


would be useful and informative for the revised draft legislation to be 


- 3 - 


published. Any comments on the draft legislation should be submitted to the 


Tax Policy and Legislation Branch, Department of Finance, 160 Elgin Street, 
Cttawa, Ontario. 


For further information, contact: 


peep uMOLrmis, 
Tax Policy and Legislation Branch, 
(613) 995-3586 
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Notes for Remarks by 

The Honourable Michael Wilson 
Minister of Finance for Canada 

to the Joint Annual Meeting of the 


International Monetary Fund and World Bank 
Sheraton Park Hotel 


Washington, D.C. 
September 24, 1984 
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Mr. Chairman, it is an honour for me to address this distinguished assembly. 
The institutions gathered here have been pillars of strength for the 
international financial system. The fact that these institutions have always met 
jointly is a tribute to the foresight of their founders and continuing testimony 
to the need for, and benefits of, international cooperation. 


I have been Minister of Finance for Canada for only one week. In that brief 
period I have had the pleasure to chair the Commonwealth Finance Ministers 
meeting in Toronto and to meet with many of you personally to begin 
discussions of issues of common concern. This has been an exciting and 
stimulating beginning to my new job. I am impressed by the determination with 
which our problems are being tackled and the firm commitment of policy-makers 
in all countries to overcome them. This determination and commitment will allow 
us to improve our prospects for the remainder of the 1980s. I look forward, 
during my time as Minister of Finance, to working closely with each of you and 
I pledge to do so in the same spirit of constructive purpose that I have 


encountered so far. 


As we meet today, we are justified in taking some satisfaction in the strength 
of the global economic recovery and the success of efforts to enhance the 
stability of the international financial system. Led by a remarkable performance 
in the United States, the industrial countries are experiencing less inflation and 
more buoyant growth than has been the case for a number of years. 
International cooperative efforts over the past two years, along with the 
recovery in the industrial countries, are easing the financial difficulties of the 
developing countries. Over the medium term there is every reason to be 
confident that the international debt situation can be successfully managed, 
within an environment of sustained growth, provided both debtor and creditor 
countries continue in their determination and commitment to follow appropriate 


policies, and provided the commercial banks remain flexible and pragmatic. 


Developments over the past year justify increased optimism on our part but this 
must be tempered by the realization that the global economy continues to face 
major difficulties. Unemployment remains unacceptably high, with little 
indication of immediate relief. The economic loss and associated social burdens 
resulting from unemployment are a matter of great concern to governments. 
Many developing countries have yet to share in the recovery and the outlook 
for the poorest remains bleak. Although world trade is now expanding strongly 
once again, protectionist pressures remain strong everywhere. The durability 
of the recovery demands that we pursue policies that will avoid both a new 
recession and a resurgence of inflation. During most of this year nominal and 
real interest rates have been rising, reflecting continued concern over the 
future course of inflation and the conflict between private and public demand 
for credit. Their rise has resulted from the extraordinarily rapid growth of 
the U.S. economy and the impact of interest rates set in U.S. financial markets 
on interest rates around the world. Although world output is now growing 
again at a healthy rate, the benefits of the recovery remain unevenly 
distributed. Current high real rates of interest threaten its continuation and 


the economic and social well-being of industrial and developing countries alike. 


The United States has provided a remarkable boost to worldwide recovery 
through increasing export opportunities for other countries. There are, 
however, two worrying aspects of its performance, particularly for those 
developing countries that are struggling to pull themselves out of an 
extraordinarily difficult debt situation with minimum social and political 


disruption. 


The first is the threat of protectionism. The U.S. Administration, to its great 
credit, has not yielded to easy short-term solutions at the expense of the 
multilateral trading system that has served us well. But pressures continue to 
build and will remain relentless. 


The second is the high level of real interest rates which continues to impact 
adversely on other countries, adding to the difficulty of debtor nations, and 


increasingly threatening the sustainability of the expansion in the United States 
itself. 
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Government debt and deficits are very much on my mind as I begin to assess 
Canada's economic situation. Clearly, Canada is not unique in the nature of its 
problems nor in the policy directions that must be pursued. Real growth in 
1984 in Canada is generally expected to be about 4 1/2 per cent, and the 
outlook is for a significant slowing next year. I am concerned about the 
adverse implications of such a slow-down for employment. And, as worrisome 
as this prospect may be, it could become worse if we continue on our present 
policy course. 


The government I represent was elected to bring about change and we are 
committed to do so. Our top priority will be to introduce new policies that 
generate investment and provide sustained growth. But, while policy change is 
needed, it is crucial to bear in mind that the process of restoring the vitality 


of the Canadian economy will be lengthy and difficult. 


Lower real interest rates are essential to support sustained expansion and to 
provide us with the ability to reduce fiscal imbalances. The United States is 
critical in this regard. But we cannot use this as an excuse for inaction. The 
situation requires a demonstration on our part that we are prepared to put our 


own fiscal house in order. 


As the Managing Director has so aptly noted, deficits around the world 
exploded because traditional fiscal probity yielded to the political pressures that 
rising expectations generated. The consequent build-up of public debt, 
however, has increased our vulnerability to high real interest rates and 
threatens our ability to achieve sustained growth and high employment. As the 
Annual Report of the IMF points out, deficits in Canada are destined to absorb 
historically high proportions of people's savings if we continue along the same 


path as the previous administration. 


The expectation that large deficits are likely to persist indefinitely is, itself, 
becoming a serious obstacle to growth. While a deficit in any given year 


generally supports economic activity the path of deficits over time over time can 


worsen prospects for sustained growth. The accumulation in debt that such 


deficits imply, will hinder our ability to grow in many ways. It encourages 


inflationary expectations which can put upward pressure on current interest 
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rates. It increases real interest rates which can shift income away from risk 
capital and labour to debit holders. Moreover, because deficits bias output 
away from productive private sector investment and towards public expenditure, 


they can lower the long-term potential growth rate of the economy. 


The growing debt burden places a serious constraint on economic policy and 
leaves us increasingly vulnerable to economic events beyond our control. In 
order to achieve maximum feasible growth it will be necessary to tackle the 
deficit successfully. Moreover, a credible plan of action to constrain the 
growth of debt is necessary to build business and consumer confidence, on 


which our economic objectives are so dependent. 


In taking the difficult decisions necessary to get our deficit under control I 
want to emphasize that this will not be done at the expense of the 
underprivileged in our society. Indeed, the social safety nets are an important 
element in maintaining consumer confidence. Ours is a government of 
compassion and it will not inflict hardships on the poor in its efforts to restore 


our economy to health. 


In addition to a responsible fiscal stance, monetary policy must continue to be 
carried out in a prudent manner. In many countries, including Canada, 
inflation is currently lower than it has been for over a decade and there is no 
sign of a significant upturn. However, it should not be forgotten that inflation 
rates remain significantly above the levels experienced in the 1950s and 1960s 


and even current rates pose longer-term threats to efficient performance. 


Governments can and must provide a sound economic framework. But it is the 
private sector which generates the investment essential for growth and the 
productive jobs which yield rising real incomes. Sound fiscal and monetary 
policies thus must be supported by measures to increase competition and remove 
structural rigidities. Such measures will play a central role in our economic 
program. 


Economic growth and job creation depend critically upon investment. Our policy 
framework will be designed to encourage business expansion in Canada by 


domestic and by foreign investors. Let me state clearly that the welcome mat is 
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out once more: Canada is a good place to do business; we are opening our 
doors to those who want to share in the tremendous opportunities with which we 
have been endowed. 


The new Canadian Government faces a formidable challenge in renewing our 
economy. It cannot do the job alone. We intend to provide the leadership and 
direction; our goal will be to forge a consensus among governments, business, 
and labour. The success of our program will ultimately depend upon their 
response. This government has the political will to adopt the necessary 
economic policies; it is the private sector that will have to work and invest for 


a more productive future. 


The situation we face in Canada, Mr. Chairman, with large deficits and a 
rapidly accumulating debt, has parallels in many developing countries. And the 
remedies for these problems are broadly similar. Sooner or later realities must 


be faced and economic equilibrium must be restored. 


I am happy to note that the courageous adjustment programs of many developing 
countries, supported by multilateral cooperative efforts, are beginning to show 
results. Their external imbalances have narrowed. Exports are higher, 
permitting increased imports and accelerating growth. Over the next few 
years, however, major debtors will have to cope with a heavy schedule of 
maturing debts. To service these debts and maintain an acceptable rate of 


economic development will require perseverance with adjustment efforts. 


Sound adjustment means that an economy becomes dynamic, productive, and 
stable, that it produces rising standards of living for its citizens. 

Governments of debtor nations have an additional incentive to persist with 
policies in this direction. If they are successful they will attract investment 
that will reinforce their efforts. Domestic entrepreneurs as well as foreign 
investors shirk economies burdened with debt and lacking discipline. They will 
look more favourably on opportunities that open up as conditions improve. It is 
a lesson that we in Canada have drawn for ourselves: we intend to practice 


what we preach. 
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Debtor nations which do pursue appropriate policies deserve support and 
encouragement. Private creditors must continue to demonstrate flexibility in 
dealing with those countries which respond to their debt problems with realistic 
and effective policies. For our part, governments in the industrial countries 
must provide adequate financial support through the multilateral institutions and 
through bilateral development assistance, particularly to the poorest. A key 
benefit of greater private investment in the major debtor countries is that it 
will free up scarce resources allocated to development assistance to allow a 


greater share to go to those most in need. 


Turning to IMF operational matters, Mr. Chairman, there are two issues 
requiring our attention. The first is the question of the continuation of the 
policy of enlarged access to Fund resources and the access limits which should 
apply next year. I think we all agree that enlarged access has permitted the 
Fund to make a valuable contribution to the process of adjustment. While the 
world economy has improved considerably since 1982, the highly uncertain 
current situation suggests that the policy should be continued for another year. 
At the same time, I recognize that enlarged access is a temporary measure and 
should be gradually phased down. I welcome the agreement reached in the 


Interim Committee for its contribution to each of these goals. 


The other major item on the Fund side is the question of an allocation of SDRs. 
Relevant to our consideration of this issue is the rebound in world trade and 
the consequent prospect of an expansion in the overall demand for official 
reserves. The global need for reserves can likely be met in forms other than 
the SDR. However, in support of the objective of strengthening the role of the 
SDR in the international monetary system, it would be appropriate if we were to 
satisfy some of that need through modest SDR allocations. I regret that we 
have not been able to find a consensus on this matter. 


The two main issues confronting the World Bank are the problems of 
Sub-Saharan Africa and the Bank's own future role. The situation in most of 
Sub-Saharan Africa has become increasingly desperate. We commend the World 
Bank and the countries in the region for the efforts they have made so far in 
dealing with this pressing problem. Nonetheless, as noted in the Bank's 


report, the crisis facing this region can only be resolved through major 
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structural changes, some of which may be painful and require several years to 
implement. Canada is already making a concerted effort to direct a major 
portion of its aid program to the African region in helping those countries 
attempting to implement needed changes. We stand ready, however, to join 
with the other major countries, the World Bank, and the Fund to do whatever 
is possible to increase not only the volume, but more particularly, the 


effectiveness of the assistance we are providing. 


As the World Bank examines its own future, it will have to consider the 
debt-servicing problems of many of its clients. The Bank has made efforts to 
innovate and respond to changing needs by introducing new financing 


techniques and programs. 


While we are in general agreement with the efforts the Bank has been making in 
tailoring its programs to the current financial situation, we believe that future 
changes in its policies and programs should be firmly based on its traditional 
strengths as an investment institution. Moreover, we will wish to ensure that 
the World Bank's position in the financial and capital markets as the premier 


development finance institution be maintained. 


In order to do many of the things being proposed there will no doubt be a call 
for additional resources. We are pleased that the recent Selective Capital 
Increase was finally approved and, albeit at a lower level than most of us would 
have preferred, the Seventh Replenishment for the International Development 
Association is now in place. I am pleased that the Development Committee this 
week endorsed Canada's proposal that there be an intensive review -- I would 


suggest in early 1985 -- of IDA's resource situation. 


Finally, Mr. Chairman, I welcome the decision that we will examine current 
problems in a medium-term context in meetings of the Interim and Development 


Committees next spring. This idea was introduced by Canada at the London 


Summit. It found widespread support at the meeting of Commonwealth Finance 


Ministers last week in Toronto and I was pleased to pursue this initiative here 


over the past few days. I think it is indeed appropriate that we look at the 


challenges to development and related balance of payments and adjustment 
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issues over a broader horizon. In that framework we can also see whether the 
efforts of the IMF and World Bank can be strengthened to the benefit of all of 


us. 


Mr. Chairman, I began by expressing my admiration for the Fund and the Bank 
and the commitment of their members to international cooperation. I am 
confident that if we follow through in that spirit, pursuing policies both at 
home and internationally that promote better economic performance in a realistic 
and disciplined framework, we will achieve a better world. I will return to 
Canada to take on the heavy agenda that our own economic problems have 
created for me more secure in the knowledge that a community of interest 
provides a close bond with my colleagues from around the world. This is a 


reassuring thought as I begin my challenging tenure. 


Department of Finance Ministere des Finances 


Canada Canada 

@ ' 
Release Communiqué 
Immediate Release Ottawa, September 27, 1984 
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SALES TAX INCREASE TO PROCEED AS SCHEDULED 
a eM eee 


Finance Minister Michael Wilson announced today that the government has decided it 
must proceed with the 1 percentage point increase in the federal sales tax already 
scheduled to take effect October 1, 1984. 


The increase was originally proposed by the previous government in the April 1983 


budget in order to finance its Special Recovery Program. 


"The previous government committed funds in the April 1983 budget that it counted 
on recouping by levying the tax increase," Mr. Wilson said. "In effect, those funds 
have already been largely spent. They have left us to pay the bills and the 


cupboard is bare." 


"I am announcing the implementation of the increase now to eliminate any uncertainty 


that may exist," Mr. Wilson said. 


Legislation for the increase will be introduced as early as possible in the new 
Parliament. As originally announced, the increase will be effective during the period 


October 1, 1984, to December 31, 1988. 


The tax is applied at the manufacturers' level. The general sales tax rate will move 
to 10 per cent from 9, the rate on construction materials will go to 6 per cent from 5 


and the rate on alcoholic beverages and tobacco products to 13 per cent from 12. 


Mr. Wilson also said that he is currently reviewing the outstanding policy matters of 
the previous government and will be making further statements over the coming 


weeks on their status and the government's decision in regard to them. 


S.N. Poddar, Director Re 
Tax Analysis and Commodity Tax Division 


(613) 996-8267 
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Department of Finance Ministére des Finances 
Canada Canada 


Release Communiqué 


Immediate release Ottawa, October 1, 1984 
84-145 


NEW ISSUE OF CANADA SAVINGS BONDS PLANNED THIS FALL 
Se eee 


The Honourable Michael Wilson, Minister of Finance, announced today that a new 
issue of Canada Savings Bonds will be offered to investors this Fall. The new 
series will be available for cash starting October 24. Further details, including 


the rate of interest to be paid, will be provided around mid-October. 


The October announcement will also specify the rate of interest to be paid on 
all outstanding and unmatured Canada Savings Bond issues for the year 


commencing November 1, 1984, the issuance date of the new bonds. 


Last year's bond issue currently provides for an annual rate of return of 

9.66 per cent for the one-year period ending October 31, 1984 (9.25 per cent 
for the initial seven months and 10.25 per cent for the remaining five months) 
and a minimum of 7 per cent a year after that until maturity. Series 37, issued 
November 1, 1982, provides for the same annual return for the period ending 
October 31, 1984 and a minimum of 8.50 per cent a year after that until 
maturity. All other outstanding and unmatured bonds earn 10.50 per cent for 


the year ending October 31, 1984 with a guaranteed minimum of 10.50 per cent 


in subsequent years to maturity. 


Mr. Wilson reminded holders of Canada Savings Bonds Series 27, issued in 
1972, and Series 30, issued in 1975, that these bonds mature on November 1, 


1984 and will not earn interest after that date. 
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Department of Finance Ministére des Finances 
Canada Canada 


Release Communiqué 


Immediate release Ottawa, October 10, 1984-2, » > 
84-151 


MORATORIUM ANNOUNCED ON "QUICK-FLIP" 
SCIENTIFIC RESEARCH TAX CREDIT INVESTMENTS 
a ee 


The Honourable Michael Wilson, Minister of Finance, today announced a ity of 
moratorium on the issuing of so-called "quick-flip" Scientific Research Tax SS 
Credit (SRTC) investments after today. 


He said questions have been raised about the efficiency and effectiveness of 
this-investment vehicle and a period is needed for a complete review of it in 
consultation with interested groups. 


The government is firmly committed to improving incentives to expand the level 
of research and development activity in Canada. The Minister expressed 
support for the aims of the existing R&D program, saying it addresses a real 
need to direct tax incentives to R&D-performing firms and that these aims 
should be continued. 


"As we indicated during the recent election campaign, the quick-flip mechanism 
should be reviewed in order to ensure that the maximum possible benefits flow 
to those actually performing research and development," he said. 


Mr. Wilson said that for the duration of the moratorium, only common equity 
shares will be entitled to the SRTC benefit. But such shares must comply with 
criteria governing shares qualifying for the share-purchase tax credit. 


In order to ensure a fair transition, agreements in writing entered into on or 

before October 10, 1984 or arrangements evidenced in writing and substantially 
advanced before that date will be allowed to proceed. 

"TI have asked officials in my department to carry out discussions with various 
groups in industry to gather views on whether the basic goals of existing R&D 
programs are being achieved in the most efficient manner," the Minister said. 


The officials have been asked to complete their consulations early in the new 
year. 


For further information contact: 


Mr. David Holland 
(613) 992-1282 
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Release Communiqué 


Immediate release Ottawa, October 11, 1984 
84-152 


TERMS OF NEW SERIES OF CANADA SAVINGS BONDS ANNOUNCED 


The Honourable Michael Wilson, Minister of Finance, today announced that the 
1984-85 series of Canada Savings Bonds will offer investors 11.25 per cent 
interest in the first full year and a guaranteed minimum of 7.00 per cent in 
each of the following six years to maturity in 1991. 


Mr. Wilson also announced that the individual purchase limit for bonds of this 
new series will be $75,000. "This limit, however, will not restrict holders of 
maturing series S-27 and S-30 bonds from converting the full principal amount 
of their certificates coming due November 1," the Minister said. "The maturing 
amount can be additional to the $75,000 limit." 


Mr. Wilson said he anticipates "strong public demand for the new issue because 
of the attractive first-year return as well as other valuable features of CSBs." 

He also emphasized that the 7.00 per cent rate offered after the first year "is a 
minimum and, as in past years, may be adjusted upward." 


Canada Savings Bonds of the new series (S-39) will go on sale Wednesday, 
October 24, and no accrued interest will be charged when purchased up to and 
including November 7. However, as for past series of CSBs, the Minister 
reserves the right to terminate sales at any time at his discretion. 


The Minister also announced that for all other outstanding series of unmatured 
Canada Savings Bonds, the rate of return for the year commencing November 1, 
1984 will be increased to 11.25 per cent. For all remaining years to maturity, 
the guaranteed minimum annual rates will continue to apply: 7.00 per cent for 
S-38, 8.50 per cent for S-37 and 10.50 per cent for all other series. 


THE NEW SERIES 
The new series will be dated November 1, 1984 and will again be offered in two 


forms - Regular Interest Bonds which pay interest annually by cheque or direct 
deposit, and Compound Interest Bonds, on which interest is left to accrue and 


compound annually to maturity. 
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Investors may cash the new bonds at any time. There will be no interest 
penalty for bonds redeemed after December 31, 1984; no interest will be paid on 
bonds of this issue cashed during the initial two months from the November 1 
date of issue. Interest on this series will accrue on a monthly basis. In cases 
where Regular Interest Bonds are redeemed during the months of September 
and October in any year, unearned interest will be deducted from the 
redemption proceeds and a full year's interest will be forwarded to the investor 
on the following November 1. This procedure facilitates the preparation of 
annual interest payments. 


The bonds may be registered only in the name of bona fide residents of 
Canada, estates of deceased persons, or a trust governed by certain types of 
deferred savings and income plans, including Registered Retirement Savings 
Plans, Registered Home Ownership Savings Plans, Registered Pension Plans, 
Deferred Profit Sharing Plans, Employee Profit Sharing Plans, Registered 
Retirement Income Funds, and Registered Education Savings Plans. 


No person may have a beneficial interest in this series greater than $75,000. 
However, there will be an exception to this purchase limit for holders of the 
1972/73 (S-27) and 1975/76 (S-30) Series of Canada Savings Bonds which 
mature this fall. Holders of these maturing series can convert the full principal 
component of the redemption proceeds into the new issue without affecting this 
year's purchase limit. 


Investors may purchase their bonds at banks and other authorized sales outlets 
including investment dealers, stock brokers, trust and loan companies, credit 
unions and caisses populaires. In addition, some 10,000 firms and organizations 
across the country will operate Payroll Savings Plans to permit employees to 
acquire bonds by payroll deductions. 


Both types of bonds will be available for cash purchase. Only the Compound 
Interest Bonds are offered under the Payroll Savings Plan and the Monthly 
Savings Plan. Sales under the Monthly Savings Plan will not extend beyond 
November 7 and individual purchases on this Plan will be subject to a minimum 
amount of $1,000 and a maximum amount of $10,000. 


On Compound Interest Bonds, accrued interest is compounded automatically 
after the first year. The rate at which compound interest is earned will be 
equal to the simple annual interest rate payable for that year. 


Both types of bonds are registered as to principal and interest. The Regular 
Interest Bonds offer the convenient option of direct deposit of interest. 
Investors wishing to have annual bond interest deposited directly into their 
chequing or savings account may make the necessary arrangements where they 
normally bank. Both types of bonds will be offered in denominations of $300, 
$500, $1,000, $5,000 and $10,000, while a $100 bond will also be available in 
compound interest form only. 
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OUTSTANDING ISSUES 


As with past rate adjustments on Canada Savings Bonds, payment of the higher 
return will be made according to the series and type of bond as follows: 


a) 


b) 


Series dated November 1, 1977 to 1983 inclusive: 


Regular Interest Bonds of these series will now earn simple annual interest 
at the rate of J1.25 per cent for the year beginning November 1, 1984. 

As a result, holders of Regular Interest Bonds will receive an annual 
interest payment of $112.50 per $1,000 bond on November 1, 1985. 


Compound Interest Bonds will earn simple annual interest at the rate of 
11.25 per cent and compound interest at the rates shown below for the 
year beginning November 1, 1984. The value of each $1,000 Compound 
Interest Bond as of November 1, 1984 and November 1, 1985 is also 
illustrated. 


Compound Value at Value at 
Series Interest Rate November 1, 1984 November 1, 1985 
1977/78 (S-32) 11.33% $2,185.03 $2,431.91 
1978/79 (S-33) 11.46% $2,070.64 $2,305.86 
1979/80 (S-34) Lis33t $1,895.15 $2,109.16 
1980/81 (S-35) 11.25% $1,696.15 $1,886.99 
1981/82 (S-36) 11.25% $1,478.93 $1,645.31 
1982/83 (S-37) 11.20% Sl e2owet $1,366.45 
1983/84 (S-38) 112256 $1,096.67 $1,220.04 


Series dated before November 1, 1977: 


Holders of the outstanding unmatured series dated before November 1, 
1977 will earn 11.25 per cent for the year beginning November 1, 1984. 
The cash bonuses payable at maturity raise the rate of return applicable to 
these series from the original rate printed on the bond certificates. 
Previous adjustments to the cash bonus payments raised the effective 
annual return on the face value of the bonds to 12.00 per cent for the 
year beginning November 1, 1979, 14.41 per cent for the year beginning 
November 1, 1980 (11.50 per cent for the first five months; 13.75 per cent 
for the next two months, 16.25 per cent for the following two months and 
18.50 per cent for the remaining three months), 19.50 per cent for the 
year beginning November 1, 1981, 12.00 per cent for the year beginning 
November 1, 1982, and 10.50 per cent for the year beginning November 1, 
1983. The bonus payable at maturity for each series is as follows: 


Cash Bonus 
Per $100 Bond 


Series Maturity Date Payable at Maturity 
39.75 
1972/78. (5=27) Nov. 1, 1984 $39. 
1973/74 (S-28) Nov. 1, 1985 $48.27 
1975/76 (S-30) Nov. 1, 1984 $28 .23 
1976/77 (S-31) Nov. 1, 1985 $35.69 


att 


investors who redeem bonds of these series before their maturity date will 
not be entitled to the cash bonus payment, but only to the original rates 
of return payable, as printed on the bond certificates. As in the past, 
bondholders may continue to cash annual interest coupons and still be 
entitled to the cash bonus payment. Where applicable, compound interest 
continues to be payable at the original rates, as specified on the bond 


certificates. 
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The Honourable Michael H. Wilson, Minister of Finance, announced that he and 
the Minister of National Revenue, the Honourable Perrin Beatty, have agreed 
that Revenue Canada will no longer provide advance rulings on the income tax 
consequences arising out of the use of limited partnerships and other joint 
venture arrangements to "flow out" unused tax deductions and credits by 


corporations to investors. 


A number of corporations have sought rulings from Revenue Canada on transactions 
in which the benefits of after-tax financing could be obtained through the use 

of limited partnerships. Since the application of the Income Tax Act to limited 
partnership and other joint venture financing arrangements is uncertain and is 

not the subject of explicit provisions, most corporations seek advance tax 


rulings as an early step in formulating such arrangements. 


The Minister indicated that he and Mr. Beatty were concerned with the tax- 
shelter opportunities provided by limited partnerships and other similar 


financing arrangements. 


The Minister noted that many joint venture arrangements represent a form of 
after-tax financing whose underlying purpose is to transfer, or flow out, 
accelerated capital cost allowances, investment tax credits and other deductions 
from a corporation that is not in a position to utilize them to outside investors 


who are able to take immediate advantage of the tax benefit. 
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Mr. Wilson noted that there are rules in the Income Tax Act that are explicitly 
designed to prevent tax-sheltering by way of a transfer of deductions. 
Examples are the special limitation on the deductibility of losses on leasing 
transactions, and the provisions relating to term preferred shares which are 
designed to prevent the conversion of taxable interest into dividends that are 
non-taxable to banks and most other financial institutions. Before these 
provisions were introduced, leasing and term preferred shares were used 
extensively by corporations as a method of after-tax financing by which 


unusable tax deductions were effectively transferred to investors. 


Mr. Wilson also noted that, in addition to tax policy considerations, the 
government was concerned with the very significant cost to both federal and 
provincial governments if these arrangements are proceeded with. He said that 
if Revenue Canada were to provide favourable rulings to those arrangements 
that have already been discussed in representations made to the government, 
the cost in terms of reduced federal and provincial revenues would exceed 

$1 billion. 


The Minister added that he is undertaking a review of government economic 
programs, in particular tax incentives, to determine how they might be better 
structured. The review will focus on the rules relating to the transfer of tax 
incentives as between corporations and investors. He said that, while he 
believes such transfers between companies within a corporate group should be 
better accommodated by the tax laws, there should be limits to the use of 


tax-shelter financing by unrelated investors. 


For further information at Revenue Canada, contact: 
Mr. Leslie Smith 
Information Services Branch 
(613) 995-2287 
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NEW LAW ON INJURIOUS IMPORTS TO BE PROCLAIMED 


The Honourable Barbara McDougall, Minister of State (Finance), announced 
today that it is the government's intention to proclaim the Special Import 


Measures Act on November 13, 1984. 


Mrs. McDougall said that the Act, passed in the last session of Parliament, will 
modernize and streamline Canada's laws dealing with imports injurious to Canadian 
producers. She added: "The new legislation will establish a system as responsive, 
efficient and effective as those of Canada's trading partners while at the same 


time being fair and open to public view". 


The Special Import Measures Act will replace the existing Anti-dumping Act and 
amend other import legislation relating to countervailing duties, safeguard 


measures and measures taken to protect Canada's trading interests. 


For further information, contact: 
Peter McGuire 
International Economic Relations 
Division 
(613) 996-5465 ,o! sen 
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I want to say first how much I appreciate the opportunity to address the 
National Editors and Writers Society - Business at this particular stage of the 


government's mandate. 


With my economic statement about two weeks old it gives me a chance to reflect 


on the response it has generated -- both in the media and on the street. 


Initially the focus was on the deficit and expenditure-cutting elements, but 
more recently attention has shifted to the discussion paper called "A New 
Direction for Canada: An Agenda for Economic Renewal." This agenda paper 
will be the focus of extensive national consultations leading up to my first 


budget in the spring. 


As editors and writers and, above all else, interested Canadians, you will play 
a key role in the public discussions that will help determine just how 


successfully we Canadians will face the challenge of economic regeneration. 


The initial public reaction has certainly been encouraging. Most people have 
welcomed our analysis of the country's problems and look forward to the job of 
meeting them in a spirit of resolute optimism. Of course, there were some who 


dismissed the whole thing as just another political exercise with "smoke and 


mirrors". 


Come to think of it, however, the analogy of smoke and mirrors is not entirely 
irrelevant to the challenges set out in the agenda paper. The seriousness of 
our intentions could well be described by the old saying, "Where there's smoke, 
there's fire." And you could say that when we held the mirror of truth up to 
many facets of government activities and performance, we found ourselves 


facing, among other serious problems, a financial fire about ready to burn out 
of control. 


The judgment of September 4 tells us that millions of Canadians share our view 


of the need for change. But it's not just the government facing that need -- 


it's all of us. 
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I have been straightforward and candid with Canadians in laying out the challenges 
and problems that we as a country face in renewing our economy. We see the 


challenges as fourfold. 


First, we must put our own fiscal house in order so that we can limit, and 
ultimately reverse, the massive build-up in public debt and the damaging impact 


this has on confidence and growth. 


Second, we must redefine the role of government so that it provides a better 
framework for growth and job creation and less of an obstacle to change and 


innovation. 


Third, we must adopt policies that foster higher investment, greater innovation, 
increased international competitiveness and a positive climate for the birth and 


growth of new enterprise. 


Finally, we must bring about these changes in a way that is fair, open and 
consistent with the basic sense of compassion, tolerance and justice that is 
characteristic of Canadian society. We will not weaken the basic income support 
programs that have served Canadians well. Indeed, through stronger economic 
performance we will seek to provide even greater assistance to those Canadians 


who truly need it. | 


By rising to these challenges -- and ultimately prevailing -- we will renew the 


economy and, most importantly, begin to put Canadians back to work. 


As we focus our sights on economic renewal and job creation, no obstacle is 
larger or more menacing than the federal deficit. Tonight I want to focus for a 


few moments on the crucial link between deficit reduction and job creation. 


How is it that so suddenly the deficit has exploded on the scene as a major 
policy priority? After all, we know that a deficit in any given year is not 
necessarily in itself a major problem. Governments have routinely run deficits 
during periods of recession which they count on recouping by way of increased 


tax revenues when the economy is growing. 
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But Canadians are beginning to understand that, over the past decade, the 
federal government has run deficits not only in recession years, but in growth 
years too, and the trend toward higher deficits has accelerated. Deficit stacked 
upon deficit, year in, year out, has produced an accumulated debt of alarming 
proportions. This year, the national debt will be a staggering $190 billion, or 
the equivalent of every Canadian family owing $24,000. Something is seriously 


wrong. 


I have been making a linkage between the growing debt burden and its impact 
on job creation. That link between high deficits and employment shortages is 
no less real for being indirect. Continued high deficits and growing debt put 
upward pressure on interest rates and increasingly undermine confidence, 
thereby conspiring to suffocate growth and job creation prospects. Let me 


explain further. 


First, the effect on interest rates. If the government, year-after-year, borrows 
more and more heavily -- as we in Canada have done -- interest rates will be 
pushed up. Furthermore, as the federal debt increases and interest payments 
consume an even higher proportion of revenues, markets tend to become edgy 
about the possibility that the government will resort to "printing" money to 
finance its deficits. This fear of future inflation causes investors to demand a 


risk premium on long term debt and long term interest rates to rise. 


The upshot is that investment plans are left on the shelf. Business requires a 
higher "hurdle" rate of return for new projects. Factories are not built. 
Businesses are not expanded. Machinery is not bought. And jobs that would 


have been created with all this activity remain on the drawing board. 


Another consequence of high deficits and accumulated debt is the shift of real 
income away from job-producing equity investment to greater and greater holding 


of government debt. When government needs to borrow to pay off a rising 


debt, it is forced to offer more competitive real interest rates to induce people 


to invest in government debt. However, money attracted by government to 


finance the debt is investment lost by the private sector that could productively 


generate employment. 
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Finally, there is the all-important question of confidence, both foreign and 
domestic. When a government allows its deficits and debt to get out of control, 
lenders and investors begin to view the country as a poor risk proposition. 
They begin to think twice before they commit their funds. Not only does the 
country cease to attract investment money, but funds begin to flow out of the 


country in search of safer investment elsewhere. 


The government has made controlling the deficit its number one task because 
creating jobs for Canadians is our chief priority. The situation is a little like 
setting about to renew an old home. Before we can renovate and expand the 

home, first we must make sure that we get rid of any rot that is weakening the 
superstructure. In Canada's case, the deficit is eating away at the underpinnings 
of our economy. Only by dealing with the deficit can we restore business 
confidence and spur the productive investment that is indispensable to renewal 


and job creation. 


When we first saw the books after taking office in September, it was apparent 
that we had to act decisively on the deficit. During the election campaign, 
when we did not have access to the books, we shared the expectation that the 
deficit would fall when interest rates finally begin to decline. What we did not 
expect to discover -- as I indicated in my economic statement -- is that had we 
done nothing the deficit would actually have risen next year and would have 
remained above this year's level for the rest of the decade even if interest 


rates fell to more normal levels and economic growth were moderately strong. 


This is so because of the simple phenomenon of compound interest. Interest 
costs are increasing about $4 billion each year just on the annual increase in 
the national debt. We have reached the point where $25 billion of the $35 billion 
deficit will be simply to pay the interest on the debt in the next fiscal year, 
while the debt itself will continue to grow. And the frightening fact is that 
under these conditions the national debt is rising faster than the economy is 


growing. 


We have begun our task of controlling the deficit in a prudent and far-sighted 
way. The expenditure cuts and other measures I announced in my economic 


statement give a solid start to our program. They will hold next year's deficit 
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at $34.9 billion, a level only marginally larger than this year's and considerably 
below the $37-billion-plus projected deficit we inherited. This is the first 
installment. We have set ourselves a goal of reducing government spending by 


$10-$15 billion by 1990. This goal is, we believe, realistic and responsible. 


Overall, I believe our spending cuts and re-ordered expenditure priorities will 
result in more jobs for Canadians. I am convinced -- and the feedback I have 
had from the private sector reinforces my conviction -- that the renewal in 

consumer and business confidence inspired by a return to responsible economic 


management will be strongly positive for economic growth. 


Of course we could have responded to the debt problem differently. One option 
would have been to acquiesce in the status quo approach of the previous government. 
But as the most recent economic projections indicate, this would have led to an 
appalling state of national debt, with all its accompanying ills, in fairly short 

order. By 1990, our national debt would have reached $410 billion, or the 
equivalent of every Canadian family owing $54,000. For obvious reasons, we 


had little difficulty rejecting that option. 


Another option would have been to try to treat the situation with stimulative 
financing. Yet nothing short of a massive injection of stimulus would have had 
any initial effect on growth or employment. With the deficit for this year 
already $5 billion higher than was projected in last February's budget, deliberate 
and massive stimulation would have left us in a very precarious position. The 
country would have sunk more deeply into the quagmire of national debt and 
long run prospects for growth and employment would have been seriously 


harmed. The cost in lost investor and consumer confidence would have been 


lost jobs in future years. 


The other option we had was to chop the deficit dramatically and ruthlessly 
right at the start. But this draconian approach would have undermined 
confidence and threatened social cohesion. The costs of adjusting to such a 
sudden wrench in the economy would have been high and our collective ability 


to deal with our structural problems would have been undermined. 
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There has been criticism of some of our cuts -- but relatively little when you 
consider the range. I think that is because there is a growing acceptance of 
the need to face the deficit/debt problem. Even the leader of the opposition 
and the opposition finance critic have called for a reduction in the deficit. 
They agree with our fundamental goal. Yet both opposition parties have picked 


away at our means of achieving some deficit reduction. 


I encourage you not to over-emphasize the importance of any individual expenditure 
reductions while losing sight of the broader debt problem. It is a problem we 
eannot walk away from. It is a problem we cannot ignore. If we do allow 
ourselves to defer action, the numbers become very clear. The problem in 1990 
will loom twice as large. Our exposure to a repeat bout of high interest rates 


similar to 1981 would be very dangerous. 


We are not on an ideological or philosophical crusade. Rather, we simply 


recognize the intractable nature of the problem which will not go away. 


Of course, we have been living up to our election promises consistent with our 
pledge to improve the economy and to assist Canadians over the course of our 


mandate. 


Look for instance at our thorough review of the country's financial situation 
and at the true picture we made public -- in detail. That is a major promise 
fulfilled. Consider the other promises fundamental to the success of economic 
renewal: our commitment to reducing the burden of government debt and to 
providing the means for the private sector to function as the primary vehicle 
for economic growth; fuel tax relief to assist primary producers; extension of 
the spouses allowance; veterans pension improvements; initial tax relief for 
petrochemical industries; a major commitment of more than $1 billion for job 
creation; a first step towards market pricing for oil -- all matters signalled 
during the election campaign. Finally, our belief in the need for consultation, 
for working co-operatively with all sectors of the economy and all regions of the 


country. We have acted in these areas. 


We will move forward in full consultation with Canadians. Consultation is a 
central part of our mandate for change. The process will not be an exercise in 
evasion. Clearly, our actions to date have already confirmed our determination 


to act when it is appropriate. 


However, we know that Canadians want to be consulted and they want to be 
heard. Our mandate of September 4 provides an opportunity for a truly national 
response to the complex economic problems facing our country. We want to 
carry that response -- that national involvement and national commitment -- to 


all aspects of our program for economic renewal. 


The Prime Minister and I as well as other ministers have already met with 
provincial leaders. Further consultations are planned, including a national 
economic conference involving all the major sectors of the Canadian community. 
We are not just asking but challenging Canadians to make their views known to 


US. 


My economic statement and the Agenda for Economic Renewal provided the basic 
background and set out an extensive summary of the issues to be examined. I 


am looking forward to a lively and productive national discussion of all the 


issues. 


Some have suggested that the questions posed in the Agenda paper will limit 
the scope of the debates to come and, more importantly, pre-determine the 
nature of the actions to follow. I don't apologize for that. We do have a good 
idea of the directions we should follow. We want a freer, more flexible, more 
self-reliant economy -- one where there is less government and more room for 
the private sector. But we do not have all the answers. We have made no 
claim even to having posed all the relevant questions. Indeed, we have made a 
special point of describing the questions in the Agenda paper as a beginning 
for some very major discussions and certainly not a comprehensive, all-inclusive 
structure for the consultations. It's an open process for open minds -- and 


that's exactly how the government will continue to approach it. 


There are tough choices, tough decisions to be made. The issues are not black 
and white and the choices are not "either-or". Some very careful balances will 


have to be achieved through consultation and consensus. Single-interest reactions, 


proposals based solely on self-interest, will not be helpful. Let's take off the 
blinders and face reality. Economic renewal requires that all Canadians accept 


their responsibility in the overall need for change. And that means accepting 


change in our own backyards -- not just the other person's. 
We are relying on Canadians -- business and labour leaders, women's groups, 
professionals and communicators like yourselves -- to think through the issues. 


It is up to all of us to ensure that the consultation period now underway contri- 
butes to better understanding of the issues and also between economic groups 


in our society. 


I would especially urge the media to participate fully in our efforts to break 
free from the conventional wisdom of the past. The media has often played a 
constructive role in the process of change in Canadian societv. It would be 
sad if, in a society moving forward to face new challenges, the media gave 
greater voice to the "new reactionaries", the protectors of the status quo, 


those who would see government as the answer to all our problems. 


The emerging debate about possible changes in social programs illustrates the 
critical need for good will and good sense in the effort to build a consensus. 
The issue of change in our social programs is only one of several challenging 
questions to be discussed in the next several months, yet it has become the 


prime focus of media attention. 


I am particularly concerned that the debate about protecting the integrity of 
basic social programs should not turn into an exercise which provokes fear 
among those in need. We have demonstrated the clear intent of our social 
policy by redirecting some of the savings in our cost-cutting exercise toward 


enhancing the spouses allowance and veterans’ benefits. 


We believe our social programs should be based on a broad concept of fairness 
that embraces the fundamental principle of helping most those in greatest need. 
Under the graduated personal income tax system, the net after-tax value of 

universal elderly and family benefits has been greatest for those with the least 


income. One of the options put forward in the Agenda paper would improve the 
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targeting of the benefits through further tax recovery measures. We look 
forward to discussing all the options in a constructive spirit of realism and 


fairness. 


We have asked some probing questions in other areas as well -- about regional 
development, about the pace of adjustment to change in declining industries, 
about our trade relationship with the U.S. and about our energy future. We 
intend to provoke a serious national debate in some areas where previously 
these topics were rarely discussed politically. We do so because past policies 


have not been working. 


We are moved also by the hard reality of an economic world in which investment 
and jobs can move easily across national borders to the benefit of those who 
stay economically attractive, competitive and innovative and to the detriment of 


those who don't. 


The shift of investment and jobs is more than just the simple mathematics of 

addition or subtraction. What is at stake here is the fundamental capacity of 
the country to meet the economic and social needs of its citizens. And that is 
ultimately not a mathematical challenge but a human one. It is a challenge too 


long ignored, avoided or deferred. 


For years now it has been conventional wisdom that federal finance ministers 
have had little or no room to manoeuvre in fiscal and economic policy-making. 
They have been widely seen as threading their way through the variously 
perceived risks of aggravating the deficit, unemployment or inflation if they 
leaned too far in one direction or another. After only two months in the job, I 
can appreciate the general tone of that analysis, since I am sure that it implies 


a welcome degree of sympathy for the occupant of this interesting office. 


Nevertheless, I believe that the perception of fiscal and economic policy-making 
as the perpetual prisoner of cruel circumstances has been too convenient for too 
long. It has lent itself all too well to the kind of directionless drift that has 

resulted not only in high deficits and a huge debt but in high unemployment 


and a critical lack of confidence in the economic future. 
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It is time to stop rationalizing failures of economic and fiscal leadership on the 
grounds that there is no room to manoeuvre. We must recognize that the economic 
and financial preblems facing this government and this country have gone far 
beyond solution by mere manoeuvres, by trying to fine-tune government policies 


that have long since failed to get the job done. 


It is time to embark on a new direction, to remove the constraints on the 
capacity of both the government and the economy to work efficiently and 


successfully for the benefit of all Canadians. 


That is the challenge we have grasped. That is the journey we have undertaken. 
I believe it is a journey well started with substantial support from all parts of 
the Canadian community. We are under no illusions that the journey will be an 
easy one or that consensus will magically appear on all the tough issues on the 
agenda. We will have to work, and work hard, for the progress that we make 


in the coming months of consultation and the coming years of economic renewal. 


But it is equally important that you in the media also rise to that challenge, 
that you contribute to a greater uncerstanding by Canadians of these issues. 
Because out of that better understanding will come better decisions on the 
direction our future will take. The discussion papers now being prepared -- 
indeed, the very range of items we have put up for public debate -- ensure 


that you will have the basic means to play a full role in this vital process. 


The government has pledged itself not to act hastily or with insensitivity. But 
it has above all pledged itself to act to get the government and the economy 
working effectively in the interests of all Canadians. The years of drift and 
delay have ended. Now it's time for a new direction, for the new growth, jobs 


and opportunities that will fulfill the great promise of the future. 
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The Honourable Michael Wilson, 
Minister of Finance, announced today 
that gross sales of the 1984-85 
Series of Canada Savings Bonds 
reached a total of $12,743 million as 
of November 27. 


"After allowance for redemptions of 
past Series since the beginning of 
October, net purchases of the new 
bonds to November 27 amount to 
$9,768 million -- an important 
contribution to meeting our large 
cash requirements," the Minister 
said. 


Included in the gross sales figure is 
$1,534 million of bonds purchased 
through the Payroll Savings Plan. 
This represents an overall increase 
of 17 per cent over the same time 
last year and a new record payroll 
sales total. 


"I want to thank employees and 
organizers across the country for 
their co-operation in this important 
undertaking," Mr. Wilson said. 


Cash and aah Savings Plan sales 
of this year's issue of Canada 
Savings Bonds were discontinued on 
November 7, 1984. Bulk applications 
for payroll sales were accepted up to 
November 20, 1984. 


Canada 


Publication immédiate 
Ottawa, le 27 novembre 1984 
84-174 


L'honorable Michael Wilson, ministre 
des Finances, a annoncé aujourd'hui 
que les ventes brutes d'Obligations 
d'épargne du Canada de I1'émission 
1984-85 ont atteint $12,743 millions au 
27 novembre. 


«Compte tenu des remboursements 
d'émissions antérieures effectués 
depuis le début d'octobre, les achats 
nets des nouvelles obligations 
s'élevaient a $9,768 millions au 

27 novembre -- une contribution 
appréciable pour combler nos 
importants besoins financiers,» a 
affirmé le ministre. 


Le chiffre des ventes brutes comprend 
les $1,534 millions d'obligations 
achetées selon le Mode d'épargne- 
salaire. Cela représente une augmen- 
tation globale de 17 pour cent par 
rapport @ l'an dernier et un nouveau 
record de ventes selon ce mode 
d'épargne. 


«Je tiens a remercier les employeurs 
et organisateurs de tout le pays de 
leur coopération au cours de cette 
importante entreprise,» a précisé 

M. Wilson. 


Les ventes au comptant et selon le 
Mode d'épargne mensuelle des obliga- 
tions de la nouvelle émission ont été 
discontinuées le 7 novembre 1984, 

Les demandes de souscriptions collec- 
tives selon le Mode d'épargne-salaire 
ont été acceptées jusqu'au 20 novembre 
1984. 
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I am pleased for this opportunity to address the Canadian Tax Foundation so 
early in my tenure as Minister of Finance. The Foundation has made, and 
continues to make, an indispensable contribution to the discussion and 
resolution of tax problems in Canada. As finance minister, I am a grateful 
beneficiary of your expertise and your devotion to excellence. Let me take this 
opportunity to thank you and your director, Doug Sherbaniuk, for your 
dedicated work in the past and for the assistance I know I can count on in the 


times ahead. 


In this era of accumulating deficits, any new finance minister could hardly be 
faulted for wondering if, despite the old saying, nothing is so inevitable as 


debt and taxes. The other inevitable event is, we hope, a little more remote. 


Our national debt has grown to such an extent that it is now undeniably the 
major obstacle to economic growth and progress. Because we cannot accept the 
debt as inevitable, the government has decisively charted a new direction for 


the Canadian economy. It is outlined in the document A New Direction for 


Canada: An Agenda for Economic Renewal which I tabled with my economic 


statement earlier this month. 


The new direction is reflected in the four major challenges set out in the 


agenda paper. 


First, we must put our own fiscal house in order so that we can limit, and 


ultimately reverse, the massive build-up in public debt and the damaging impact 


this has on confidence and growth. 


Second, we must redefine the role of government so that it provides a better 


framework for growth and job creation and less of an obstacle to change and 


innovation. 
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Third, we must adopt policies that foster higher investment, greater innovation, 
increased international competitiveness and a positive climate for the birth and 


growth of new enterprise. 


Finally, we must bring about these changes in a way that is fair, open and 
consistent with the basic sense of compassion, tolerance and justice that is 
characteristic of Canadian society. We will not weaken the basic income support 
programs that have served Canadians well. Indeed, through stronger economic 
performance we will seek to provide even greater assistance to those Canadians 


who truly need it. 


Some critics suggest that the priority we place on deficit reduction somehow 
implies a reduced priority for job creation. They are gravely mistaken. I 
believe that confidence is the key to growth and job creation and that deficit 


reduction is the key to rebuilding confidence. 


When an accident victim arrives in the hospital emergency room, the doctor's 
obvious first responsibility is to stop the hemorrhaging. Then he proceeds to 
try to diagnose and correct whatever other serious injuries or ailments would 


prevent the patient from returning to full health. 


Despite the limited time available, we had no choice but to face both those 
responsibilities on November 8. And so we addressed the need for both short 
and long-term action in a very careful and thoughtful but also very determined 


way. 


We are building toward a budget in the spring with an intensive round of 


consultations on the broad spectrum of policy issues raised in the agenda 


paper. 


In addition to the problem of the deficit and the accumulated debt, the paper 
addresses a number of major factors underlying private sector growth, 
questions of adaptation to economic and technological change, issues of regional 


development and the question of economic regulation and intervention by 
government. 


oe 


I could not hope to elaborate in my time today all that this agenda paper 
covers. In other recent speeches I have dealt extensively with the problem of 
the deficit and the debt. Today I want to take a closer look at some tax issues 


with basic importance for the goal of economic renewal. 


The tax system has been one of the principle mechanisms for achieving the 
economic and social objectives we, as Canadians, believe are important. 
Regrettably, the inherent nature of taxes themselves invariably deny tax 
architects their just share of public praise or recognition. Indeed there are 
probably few areas of life that continue to be so predictably maligned. Yet it 
is to their credit that tax specialists and those in public finance persist in 
improving the tax system for all. As Minister of Finance I share your chief aim 
of creating the best possible tax system for Canada -- one that is as fair as 


possible and that fosters the growth and productivity of our country. 


As we embark upon a new direction in economic and fiscal management, the 
changing economic and social needs and stresses we face have implications for 
our tax system. We are counting on it to continue to serve, usefully and 
effectively, the economic and social well-being of Canadians. We are therefore 
determined that the tax system should continue to be responsive to changing 
demands, to new realities. It must harmonize with the new direction we are 
pursuing to attain economic renewal. My colleague, the Minister of National 
Revenue, has already discussed the improvements we are making in the area of 
tax administration. We will persist in reviewing the tax system, not simply 
from the standpoint of revenue, but equally in terms of its impact on economic 
growth, equity and simplicity. Indeed, a thorough scrutiny of the various 
dimensions and effects of the tax system must be an essential counterpart to 


our immediate task of reducing government spending. 


The general tax system may, in some respects, fail to serve current economic 
needs such as investment and deficit reduction in an appropriate way. The 


entire area of incentives provided to business investment is one we have 


flagged for close attention. 


By ge 


Clearly, many features contained in the tax system support investment and 
business growth. The investment tax credit, the accelerated capital cost 
allowance and the lower corporate tax rates for manufacturing and processing 
and small business -- all have had a salutary impact. Our most recent figures 
indicate that the effect of tax incentives has been to reduce the average federal 
corporate income tax rate from 36 per cent of profits to 15 per cent. The rates 


for smal] business are even lower. 


What we are asking ourselves, and what we wish to ask the business 
community, is whether the existing level of direct financial support to business 
in our shifting economic circumstances is still warranted. If so, what level 
should it be and what form should it take? There is no question that 
government must create a positive and stable climate for investment. That is 
fundamental. Must we not ask at the same time, however, whether tax 
provisions and government programs are unduly influencing -- even distorting 
~- the sound economic grounds upon which business decisions ought to be 


made? 


We must ask to what degree we can substitute tax incentives for direct 
government programs. It is clear that some shift in this direction is needed 
and desired. The business community has been increasingly critical of the red 
tape, bureaucratic discretion and delay associated with some of the existing 
grant programs. It has made no bones about its preference for tax-based 
incentives. The Prime Minister has said we must deliver government services 
more efficiently by relying more heavily on the tax system and less on the 


grant system. 


For my own part, I expressed concerns last month in asking whether the 
economy and the goal of economic growth would be better served by fewer 
rather than more industrial incentives. I have been especially concerned that 
our large array of incentives may contribute to the excessive use of tax shelter 
financing of various sorts. That is why I placed a moratorium on the issuing 
of so-called "quick-flip" scientific research tax credit investments; and why I 
moved to stop advance tax rulings on the use of limited partnerships and other 


joint venture financing arrangements to flow out unused tax deductions and 
credits to investors. 
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At a time when reducing the deficit is so crucial to our goal of economic 
renewal and growth, the effectiveness of our incentives must come into 
question. It is only reasonable that we should look to see if legitimate savings 
can be made within the financial assistance structure as part of our overall 
effort to reduce costs. As I emphasized in the agenda paper, the whole issue 
of flowing out or transferring tax credits warrants a thorough review. 
Increasing the ability to transfer tax deductions and credits within corporate 
groups deserves serious consideration and could reduce the complexity of 


business operations. 


As we look toward the private sector to be the effective force behind renewed \ 
economic growth, J am concerned that the combined level of grants and 
incentives is in its own way a serious impediment. Particular activities qualify 
for very high rates of incentives, especially under certain grant programs. 

When the benefits from special tax incentives are added, we are looking, in 

some cases, at an extraordinarily generous level of assistance. And I am left 
wondering if we have encouraged an environment leading to the best allocation 


of resources, or one which is not in tune with market realities. 


Let me give you one concrete example, though others exist. The tax system 
contains a special regionalized investment tax credit at a 50 per cent rate in 
certain regions. Taking into account the tax write-offs, the tax assistance for 
eligible projects is as high as 75 per cent. Combined with grants under the 
Industrial and Regional Development Program, the level of assistance can reach 
as much as 90 per cent. And it only stops at that level because of an ad hoc 
rule under the grant programs which tries to take the applicable tax incentives 
into account. Where provincial assistance is available, the problem is 
aggravated further. Obviously, the question of levels of assistance will have to 
be discussed just as seriously as that of changing the ways we deliver 


incentives. 


It would be a mistake, however, to think that the review of incentives is 


primarily a search for ways to save money. I attach considerable importance to 


improving the incentives themselves and the review could suggest ways of doing 


that. Judicious changes might lead to a more even pattern of incentives that 
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could provide broader-based benefits to a wider range of businesses. Such a 
pattern might be more conducive to the proper functioning of the marketplace 


and to better economic growth than has been the case. 


In the meantime, we can point to a number of other increasingly evident 
problems with the current system. It is clear, for example, that grant 
programs relying on the discretion of administrators cause problems, not the 
least of which is the time it takes to get an approval. Time is too valuable. 
Decisions have to be made quickly. Obviously, the main advantage of the tax 
system is that it allows a business to make an independent assessment of 
whether or not it qualifies for an incentive. That advantage, however, may be 
lessened if complexity in the act leaves the taxpayer uncertain about his or her 
eligibility to use an incentive. This itself places a limitation on the demands we 
can make of the tax system to deliver highly-targetted programs. We must also 
recognize that if tax incentives unduly complicate the tax system and tax 
administration, the kind of criticism that is currently directed at grants can 


also be aimed at incentives. 


All these factors indicate that our system of tax incentives and grants is out of 
step with our current needs and attitudes about the role of government. It is 
out of touch with sound business principles of efficiency, effectiveness and 


competitiveness. 


There may indeed be considerable scope for rationalizing the tax and grant 
incentives programs in a way that is consistent with our goals of economic 
efficiency and deficit reduction. However, it must be stressed that the tax 
system cannot be viewed as the only vehicle for delivering all the goals of the 
government. As my agenda paper stated, tax incentives and direct government 
programs have very different structures, administration and effects on industry 
and consequently there are real differences in the types of benefits that can be 
delivered by each mechanism. The tax system is a good mechanism to deliver 
broad-based reductions in rates or broad-based tax credits. Such broad-based 
measures may serve our needs better than excessive efforts at targetting. But 


it is clear that the tax system cannot do it all. 


- 7 - 


I would stress at this point -- and stress emphatically -- that any measures in 
the realm of tax incentives have to be taken with utmost caution and with the 
_ full involvement of business and their tax advisers. We will be consulting at 
every step of the way on the kinds of questions I have raised. And I believe 
this process of review and consultation should be an ongoing one. It would be 
useful, for instance, to put some specific tax measures up for discussion and 


review following the next budget for possible action in the subsequent budget. 


Another area where we are determined to make headway is in simplifying the 
tax system. Both business and tax professionals have reiterated the need for 
tax simplification for a number of years and it is high on the list of this 
government's priorities. The small business tax simplification package tabled in 
Parliament is a good start and will be welcomed by all. Indeed, the Tax 
Foundation can take considerable credit for this start. It was the symposium 
on tax simplification the foundation sponsored in July 1983 that was the catalyst 


in advancing this particular exercise in simplification toward a legislative phase. 


We can extend simplification further, being mindful that the process requires 
painstaking care and wide consultation. While there are many dimensions to the 
pursuit of simplification, the experience on the small business side has taught 
us that two objectives in particular stand out as important. First, to develop 
clearer and less complicated tax legislation and explanatory information; and 
second, to ease the compliance burden by reducing the number and complexity 


of forms and other documents. 


We have learned that these objectives are best achieved if simplification has a 
high priority when basic tax policy decisions are made. Simplification has to 
become something of a state of mind for tax designers. It also has to be kept 
in mind by all who press to see changes in the tax laws. The decisions at this 
stage frequently involve weighing simplicity against the demands for precision 


and fairness. Often, simplification can only be achieved with substantive 


changes in tax policy. 


As a general principle, simplicity should hold sway wherever tax provisions 
affect the ordinary Canadian. Provisions dealing with common personal 
deductions are a case in point, as are provisions dealing with a wide range of 


business considerations such as the small business area. We can tolerate a 
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greater degree of complexity in tax measures that are generally handled by 
professional tax advisers. Yet even here, the guiding principle should be to 
avoid the complexity that burdens businesses with unduly harsh compliance 


costs and that impedes their ability to make important decisions. 


The finance department is exploring areas where simplification might be 
effected. We shall be consulting with the private sector and tax specialists and 
practitioners as we proceed. I encourage the Tax Foundation to play a leading 
role in identifying areas where our tax law needs to be simplified and ways we 


might suitably make it happen. 


The Prime Minister has said that the next budget will contain minimum tax 
proposals. I noted in my economic statement that I will be releasing a 
discussion paper early in the new year as background and substance for the 
necessary review of the issues involved. In a society built upon the principles 
of equity and fairness, it is reasonable that Canadians earning high incomes 
should pay taxes to help finance the public services everyone enjoys. Yet 
between what is reasonable and what is reality, there currently exists a 
significant gap. Available evidence indicates that a significant number of high 
income Canadians are paying no personal income tax or unacceptably low 


amounts. 


Maintaining respect for the income tax system is an essential part of preserving 
public confidence. That respect can be undermined when the tax system 
persists in allowing some of the "better-off" in our society to appear to be not 


paying their fair share. 


One of the reasons for this situation is the growing range of tax incentives 
introduced over the years. Individually, these credits and deductions offered 
by the income tax system have served useful and beneficial economic and social 
ends, and in most cases continue to do so. Their combined impact, however, is 
another question. The wide range of incentives has enabled many high income 
Canadians to avoid paying any personal income tax or to pay a 


disproportionately low amount. It is this impact that has raised public 
concerns. 
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The need for measures to ensure that all Canadians bear their fair share of the 
tax burden is widely accepted. The major question is how this can be achieved 
without adversely affecting the tax system elsewhere. In this issue, as in so 

| many other tax issues, the challenge is to achieve fairness without undermining 
incentives for Canadian investment. And in striving for a more equitable 
system, we must be mindful not to complicate it unduly. It could be a 
questionable trade-off if countless Canadians not directly affected by the 


changes had to cope with a more complex tax return. 


A number of different ways to achieve a minimum tax are possible and each, in 
turn, has a range of possible designs. We should not expect that any will be 


simple to implement. 


In considering how we might tackle the problem, I would mention here at least 
two broad approaches for discussion. First, limits could be put on those 
individual tax provisions that are heavily used by the people earning high 
incomes who pay no taxes. Indeed, the evidence shows that a limited range of 
provisions could be accounting for the vast bulk of non-taxable, high income 
individuals. Such targetted restrictions would appear to be a logical step. 
Some such changes arguably would represent improvements to the structure of 
the income tax. But this approach poses its share of difficulties. Restricting 
a particular set of provisions now does not guarantee that a few years hence 
the increased use of other provisions may not generate a new call for another 
round of restrictions. While this approach would no doubt go a considerable 
distance in curtailing the number of non-taxable individuals, it does not 


address the combined effect of all tax provisions. Some may well argue for a 


more comprehensive approach. 


A second possible approach to the problem would be to construct a more 
comprehensive definition of income for the purposes of a minimum tax. This 
approach effectively limits the tax benefit of special tax preferences: This is 
generally the basis on which the American minimum tax system currently 
operates. Once again, however, difficulties abound. Chief among these is the 
sheer complexity involved in having to redefine income for such a tax. And if 
our goal was to produce a measure of income that is comprehensive and refined, 


we would end up effectively rewriting the Income Tax Act. However, in 
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moving away from this goal there is a concern that inappropriate results could 


occur while many techniques for tax reduction available to wealthy Canadians 


would still not be affected. 


I am not suggesting that we should necessarily opt for either of these 
approaches. But for purposes of constructive discussion, we will have to ask 


how far we should go. And how difficult would it be for taxpayers to comply? 


The American experience has not revealed any ideal solution. Indeed the 


Americans have fluctuated between both the approaches I have mentioned. 


The question of a minimum tax is an important one, but not a simple one. The 
forthcoming discussion paper will, I hope, be a seminal document and I look 
forward to it prompting much constructive response. I am sure the Tax 
Foundation and its members will be helpful and active participants in the 


discussions to follow. 


We intend to focus attention on the budgetary process itself and other aspects 
of the income tax system in a discussion paper IJ shall be issuing within a few 
months. Both the budget process and the income tax system have been 
increasingly criticized by tax professionals and the general public. Indeed, the 
impression that Canada's system of developing, enacting and administering tax 
laws is inefficient and unfair is now widespread. We want to begin the process 


of reversing that impression with open discussion as soon as possible. 


One particular area that has drawn fire is the provisional collection of taxes 
before Parliament has enacted relevant legislation. I would foresee that the 
present "voluntary" system of provisional collection might give way to legislation 
that requires by law compulsory payment of proposed taxes. This lawful 
authority could be founded, for example, on the approval of the Ways and 


Means Motion. 


I am convinced that the time is ripe to improve the Parliamentary process of 
turning budgetary proposals into tax laws. Part and parcel of this effort is to 
involve the public more meaningfully in the development of budgetary proposals. 
I look forward to consulting with interested Canadians as we move towards 


these important improvements. 
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As part of our ongoing review of the tax system, other possible changes of a 
more fundamental nature will be explored and assessed. We have heard 
considerable discussion here, pro and con, about a "value-added" tax as a 
possible substitute for the current federal sales tax. And there has been talk 
about a "flat" tax as a possible alternative to our current personal income tax. 
We do not view the adoption of either of these as in any way imminent. Such 
dramatic changes would have important federal-provincial implications, not to 
mention the important bearing on business and Canadians generally. But we 
will continue to study any options that might eventually be of benefit to 


Canadians. 


Indeed, benefitting Canadians is the final thought I want to leave you with 
today. As we grapple with the technicalities, the subtleties and the 
complexities of our tax system, we must never lose sight of the citizens it is 
ultimately meant to serve. That is what our efforts are all about. The real 


bottom line is people. 


I think you will agree that we have much to challenge our ingenuity as we 
strive to improve the tax system. With your continued assistance, I am 
confident we can have a system that will help renew our economy and that will 


measure up to the standards of fairness Canadians rightfully expect. 
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I first want to express my gratitude to the Financial Times for inviting me to 
give the keynote address at this conference today. It is a pleasure to be here 


and to see so many old friends and colleagues. 


The theme you have been discussing -- "Financial Services: The Next Move" 
-- is both a critical and a timely one. In an age of relentless change, nowhere 
is the impetus for change more intense than in the financial sector. Nowhere is 
it felt more immediately than by financial institutions straining to remain 
competitive, and by a government intensely concerned to promote competition 


within a responsible regulatory framework. 


As an "alumnus", so to speak, of the financial sector, I take a keen personal 
interest in the developments that are currently evolving. As Minister of Finance 
I have proprietary responsibility for the health of the financial sector. In that 
role I can benefit greatly from the many significant insights that emerge during 


the course of a conference such as this. 


I have alluded to the impetus for change that dominates our times and our 
economic life. In my remarks today I want to talk about the approach the 
government is taking, both to encourage change where our economic lives 


depend on it, and to foster change where it can promise a better economic 


future for all. 


The government has made its first major "move" to renew a Canadian economy 
that has been in recent years a sluggish underachiever. In my economic 
statement last month I made some tough decisions where I felt they could be 
made and I laid out a plan by which all Canadians can participate in charting 


"the next move" in Canada's economic rejuvenation. 
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The task has not been easy, nor do I foresee it getting any easier. But I 
believe it is crucial to the success of our effort and to the future well-being of 
our society that all Canadians see and understand the direction we are moving 
in and why. I have hammered home at every opportunity the four challenges 


that define our economic policy direction. 


First, we must put our own fiscal house in order so that we can limit, and 
ultimately reverse, the massive build-up in public debt and the damaging impact 


this has on confidence and growth. 


Second, we must redefine the role of government so that it provides a better 
framework for growth and job creation and less of an obstacle to change and 


innovation. 


Third, we must adopt policies that foster higher investment, greater innovation, 
increased international competitiveness and a positive climate for the birth and 


growth of new enterprise. 


Finally, we must bring about these changes in a way that is fair, open and 
consistent with the basic sense of compassion, tolerance and justice that is 
characteristic of Canadian society. We will not weaken the basic income support 


programs that have served Canadians well. 


We have determined that meeting these challenges is fundamental for the sustained 
economic growth that will produce much-needed jobs. There is no escaping the 
fact that they imply some serious decisions -- for the government and for all 
Canadians. Resolute, responsible action is required now and in the coming 

years to halt the relentless growth in federal debt and limit its serious 
consequences for interest rates, private investment and the government's fiscal 
flexibility. 


Although the reduction of the deficit is our overriding objective, there are 
other complementary policy imperatives we will pursue in the very near future. 
Real economic growth, the kind that can create permanent jobs, requires a 


revitalization of the private sector in such a way that it can function according 
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to its own best instincts. For this, government must be prepared to change 
policies and programs so that the private sector can flex its muscles and apply 


its ingenuity, initiative and imagination. 


I hope that Canadians recognize all the exciting opportunities -- and not just 
the serious responsibilities -- of our new approach. As we promised, we are 
bringing a new way of doing things to the Canadian economy. We are not 
hidebound by the past nor the past ways that have kept the economy operating 
below its potential. I know that the financial and business sectors have caught 
the spirit of renewal in our fresh approach and that they see the enormous 
opportunities that are being opened up. The response I have received to my 
economic statement has been gratifying and supportive. It has affirmed my 


belief that we are on the right track. 


To fully realize our possibilities, however, we must get the deficit under 
control. The national debt is a national emergency. We have begun to deal 
with it and we must continue to deal with it. One of my major challenges since 
assuming the finance portfolio has been one of communications -- to help 
Canadians to see the deficit as the silent menace it is. The deficit danger is a 
relatively new notion in this country and I am concerned that Canadians may 


not fully grasp its consequences nor share my concern about it. 


In speaking with you, however, I know I am preaching not only to the converted, 
but to the first prophetic voices. After all, the financial and business 
communities sounded the distant early warning signal about the deficit and the 


accumulated debt and were instrumental in raising it in the economic conscience 


of the nation. 


Even though we knew we had, in the deficit, a serious problem to contend 
with, I don't think anyone was prepared to find quite the colossus it has 
turned out to be. Any way we look at the numbers, they still look forbidding: 
a net public debt that will probably register $190 billion this fiscal year and if 
not curtailed could grow to over $400 billion by the end of the decade; debt 
service charges currently projected to rise from almost $23 billion this fiscal 
year to more than $34 billion by 1990-91; interest costs growing by about 


$4 billion each year just on the annual increase in the accumulated debt; a 


national debt that will exceed 45 per cent of GNP this fiscal year and, under 


the situation we inherited in September, could exceed 63 per cent of our GNP 


in 1990-91. 


Reviewing these numbers has about it the air of confronting some fictional 
leviathan. The sobering fact is that there is nothing at all fictional about the 


deficit. 


The rising debt burden and debt service costs are a threat to the economic 
growth that is so crucial to renewing the economy and creating jobs. They 
threaten economic growth and job creation in a number of ways. By forcing 
the government to borrow more and more heavily year after year, they exert 
upward pressure on interest rates. Market psychology being what it is, fears 
that the government will monetize its deficits to soften the impact cause 
investors to demand a risk premium on long-term debt and long-term interest 
rates. These high interest rates, as we well know, stifle investment and 


inhibit new economic activity. 


High deficits and accumulated debt also tend to divert real income away from 
growth-producing equity investment and into greater holdings of government 
debt. The government's mounting borrowing requirements compel it to offer 
more lucrative returns on investment in government debt in order to attract 
private savings. In our present state of indebtedness, much of these savings 
end up as interest payments on the debt rather than in productive job- 


creating equity investment. 


Finally there is the crucial confidence factor. We do not need to look at the 
various debt crises in other countries to know that a nation's inability to 
manage its debt in a responsible way can kill investor confidence. Both 
domestic and foreign capital recoils. Far from attracting investment capital, a 
country with serious debt problems can kiss good-bye to much of its own 
domestic capital, as it flows out in search of safer investment abroad. We have 
seen the start of that in the past five years as billions in investment capital 
have left the country. 
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These are the destructive consequences of our debt. Nevertheless, there are 
those professional doubters who persist in arguing that the deficit is not a 
cause, but merely a symptom of Canada's economic malaise. They have misread 
our present difficulties entirely. Over the years, the deficits that the federal 
government incurred in periods of growth as well as in periods of recession 
were a clear symptom of economic mismanagement and irresponsible spending. 
Now, accumulated deficits have reached worrisome and intolerable proportions 
and are of themselves the primary cause of much that is failing or wanting in 


our economy. 


As it now stands, economic growth alone cannot solve our deficit problems. 
With the real rate of interest currently outstripping the real growth rate of the 
economy, normal growth in the economy will not pay for the rising interest 
costs on the national debt. With the debt now largely self-perpetuating, our 
economy would have to build up a substantial head of steam just to meet the 


rising interest payments. 


The great danger, of course, is that with such a large stock of debt to service, 
the government's fiscal position is acutely vulnerable to persistently high 
interest rates. And even if interest rates decline, as we optimistically forecast, 


the debt will continue to increase. 


Although we will benefit by any drop in American interest rates, we cannot 
bank on that alone. We must halt the momentum of our own deficits if we are 


to position ourselves to benefit from any favourable developments in the U.S. 


In this connection, my recent talks with the Reagan administration and 
Congress have persuaded me that the United States will indeed move as we have 


anticipated to cut its deficit. I am hopeful that action will result in lower 


interest rates that will reverberate in Canada. 


Il am convinced, as I know you are, that we have made the right decision to 
tackle the deficit. The actions we have taken -- the expenditure cuts and 
other measures I announced in my economic statement -- will put a brake on the 


deficit starting next year. Instead of rising to $37-billion-plus next year, the 
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deficit will hold at $34.9 billion, fractionally above this year's figure. Our aim 
to reduce government spending by $10-$15 billion by 1990 is, I believe, prudent 


and reasonable. 


I have devoted considerable attention up to this point to the "evils" of the 
deficit and the need to bring it under control if we are to achieve economic 
renewal. It is the most pressing problem we face and it justifies our immediate 
action. But I would not want my concentration on the deficit to hide the other 


major initiatives we are taking. We consider them just as important. 


The fact is that our approach to renewal is a balanced, wide-reaching one. It 
spans the entire realm of social and economic life. The deficit and accumulated 
debt are by no means the only obstacle to growth in the private sector arising 
from federal government policy decisions. Over the years government policies 
and programs have become encrusted on the private sector, often impeding its 
ability to perform. Generally, these policies and programs were originally 
intended to serve some specific national objective. The price that frequently 
had to be paid, however, was in reduced economic efficiency and competitiveness. 
In today's fiercely competitive world marketplace, where a high percentage of 
our products are subject to international competition, that is too high a price to 


pay. 


Consider these observations. In some sectors, government regulations are 
inhibiting much needed adjustment to competitive realities in the world 
marketplace. In other sectors, government subsidies have distorted market 
signals in a manner that encourages production for which there is no demand 
and discourages production that could be sold in Canada or abroad. In yet 
other sectors, government services and activities, either directly or through 
Crown corporations, needlessly pre-empt private entrepreneurship. Indeed the 
marketplace has become congested by government policies that over-regulate, 
over-protect, misdirect, distort, inhibit and generally obstruct. We are 
suffocating the entrepreneurial and competitive instincts that can make us truly 


competitive in the world marketplace. 
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How we can go about identifying all the specific obstacles to private sector 
growth, and then achieve agreement on what action to take, is a challenge of 
extraordinary dimensions. But it is precisely the challenge we are putting to 
“ourselves and to Canadians. Nothing less than nation-wide collaboration will be 
required. That, in fact, is my intention in tabling the landmark document "A 
New Direction for Canada: An Agenda for Economic Renewal" with my economic 
statement. I intend the agenda document to be the first step to economic 
renewal in the private sector. The agenda paper establishes the basis for a 
systematic review of our economic and social policy, government regulation, and 
key areas of policy, including R&D, export markets, labour markets and private 
sector investment, to name a few. I hope the agenda paper will stimulate lively 
and constructive discussion in all sectors and across the broad spectrum of 


policy interests. 


You don't have to delve deeply into the agenda paper to realize there are tough 
decisions to be made. Be assured, they will be made. We are not in this 
exercise just to perform symbolic gestures. My colleagues and I have 
determined that the only realistic route to follow in dealing with our economic 
problems is an active one. And if we are to do the job right, it must be on a 


large scale -- a scale that covers the entire economy. 


Our idea of effective action is one that includes the consensus and support of 
all Canadians. We will make every effort to enlist their help and understanding 
through an extensive series of consultations. Once we have consulted -- once 


all views have been assimilated -- we will act. 


Of the many areas we will be looking at, I want to touch very briefly on the 
financial services sector. The financial services. sector, like many other 
sectors, is a prime candidate for regulatory change. Rapid developments in the 
sector are creating immense pressures for regulatory reform. I recognize the 
urgency of the situation. Indeed, modernizing the regulatory framework for 


financial institutions is consistent with the strategic role we believe the sector 


can play in helping economic renewal. 
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After all, efficient capital markets and the smooth transfer of savings from 
lenders to borrowers is vital if Canada is to attract not only the quantity, but 
the quality of investment we need to be competitive for the rest of the decade. 
An effectively operating financial sector goes a long way toward building and 


buttressing confidence in our economy. 


That is not to say that our regulatory system and financial institutions have not 
performed well in the past despite the stresses of sharp cyclical swings in 
economic growth, interest rates and inflation. Institutions have proved 
themselves nimble and flexible in the worst of times. However, the current 
regulatory framework has not come to grips with the evolving needs of the 


financial community or the public. 


While we are determined that government regulation should not be an obstacle to 
the efficient functioning of the financial marketplace, we recognize that financial 
institutions are different from other businesses. They are in a unique position 
of trust in our society. This qualitative difference must be respected as a 


matter of ongoing principle when we are considering regulatory change. 


The importance of public trust and confidence for the smooth and stable 
functioning of the financial system is reflected in the primacy federal and 
provincial regulation has always accorded to the notion of solvency. And 
maintaining adequate protection for savers remains paramount. There can be no 


compromise, no risks taken, on that score. 


I have been keeping a watchful eye on the recent developments in the financial 
services sector. The finance department has been looking at the issues 
intensively and my colleague Barbara McDougall, the Minister of State for 


Finance, will be meeting with the Dimma advisory group shortly. 


I note with interest other studies into the financial sector. The interim report 
of the Ontario task force on financial institutions, under the chairmanship of 
Stefan Dupré, is due shortly and will be examined closely by all interested in 
the sector. The Ontario Securities Commission hearings on the ownership 
structure of the securities industry are producing a wide range of differing 


views, not only between industries, but within industries too. 
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I have also been watching with interest the regulatory initiatives taking place in 
the province of Quebec, and particularly Bill 75 amending the Act regulating 
Quebec-chartered insurance companies. It is still difficult to gauge the full 
impact of Bill 75 on the financial industry both in Quebec and the rest of the 
country. The bill moves along a different track than we have seen in Canada 
previously. The key issue, to my mind, is whether the level of supervision 
and safeguard provisions in the new regulatory framework are adequate to 


protect the interests of the consumer. 


These developments point to the importance of federal-provincial co-operation if 
we are to succeed in harmonizing the regulatory frameworks of the provinces 
and the federal government. This will be a true test of the co-operation all of 


us have called for time and again. 


I said we are moving ahead. The government will be issuing a public 
discussion paper early in the new year and this will provide substance for wide 
ranging consultation with the financial industry, its users, and the provinces. 
The paper will advance specific proposals for comment and we'll be looking 


forward to the reactions of the industry. 


I am conscious of the need for these proposals to address the kinds of hard 


questions that are of major concern to industry participants. 


For example, how can the regulatory framework be modified to increase the 
flexibility of institutions in adjusting to changing technologies and shifting 


markets while still retaining necessary safeguards to ensure the stability of the 


system? 


Another important question involves the kind of regulation which should be 
imposed on the activities of financial institutions, and in particular on their 
ability to invest directly in Canadian businesses. For example, do the 
restrictions on pension funds and life insurance companies governing which 
firms and which type of securities they may invest in, balance appropriately the 


current financial needs of the economy and the need to protect savers? 
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Another question. How can we ensure that our regulations neither drive away 
foreign investors and participants, nor unnecessarily handicap our own 


institutions in competing effectively abroad? 


And this. How do we ensure that regulations not go beyond legitimate public 
policy goals and not impose an excessive and unfair burden on some 


institutional groups as opposed to others? 


These and other questions will be addressed in our consultations in the near 


future. 


In passing, I want to mention the Canada Deposit Insurance Corporation. The 
sequence of events that transpired in 1983 revealed the need to examine the 
operations and objectives of the deposit insurance system to ensure that the 
mandate of CDIC is fulfilled fairly to both depositors and member institutions. 
I am pleased to note, therefore, that a review is already underway which is 


considering all aspects of deposit insurance. 


The Minister of State for Finance will be taking the lead in the federal 
government's participation as we approach what I believe will be constructive 
and fruitful changes in the regulatory regime. We are anxious to move rapidly 
following this round of consultations to the introduction of new legislation for 
federally-incorporated insurance and trust companies and for the federal level 


of the co-operative credit movement. I am confident we shall. 


As the government moves to reduce the deficit and as we launch a major 
offensive to unleash the private sector to be the force for growth it must be, 
the question being asked is how will the private sector respond. Will it deliver 
the goods? Will it indeed invest? Will it create the jobs we must have for 


Canadians? 


This is a question only time will answer. And it would be unrealistic to expect 
overnight results from an approach that aims at real and lasting renewal by 
being deliberate, scrupulous and comprehensive, and by going to the heart of 
problems that have grown up over many years. But I have been enormously 


encouraged by the feed-back I have been getting from the private sector. 


a) Us 


They tell me that yes there is a new climate of optimism in Canadian business; 
yes, there has been a restoration of confidence in our future business prospects. 
And-.as we move toward a spring budget -- our next move -- drawing on the 

expertise and assistance of Canadians, yes we can expect tangible improvement 


in the year ahead. 


I am counting on the financial and business communities to take an active role 
in the deliberations leading to my budget in the spring. I need your guidance. 
I want your participation. The judgments and decisions we face are too 
important, too far-reaching, not to reflect the interests and expertise of all 
segments of Canadian society. There is simply too much at stake. With your 


help, the job can and will be done. 
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Canada Canada 


Release Communiqué 


Baa Release Ottawa, December 10, 1984 
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— C59 


WITHDRAWAL OF GPT ON RED LAKE C PIGMENT DYESTUFF 
EXTENDED THREE YEARS 


The Honourable Barbara McDougall, Minister of State (Finance), today 
announced that the benefit of the General Preferential Tariff (GPT) rate on 
imports of Red Lake C pigment dyestuff will be withdrawn for a further 


three-year period, effective December 11, 1984. 


This action was recommended by the Tariff Board in a report tabled in 
Parliament on November 9, 1984. The Board found that Dominion Colour Co. 
Ltd., of Toronto had suffered injury in its production of Red Lake C pigment 
dyestuff as a result of imports from South Korea and India, and the Board 
concluded that Dominion Colour would benefit from continued withdrawal of the 


GPT} 


The effect of this order is to maintain the customs duty on imports of the 
pigment dyestuff from South Korea at 13.4 per cent under the Most Favoured 
Nation Tariff and imports from India at 10 per cent under the British 
Preferential Tariff. The customs duty on the imports from both countries would 
have reverted to the GPT rate of 8.5 per cent on December 11 had the 
withdrawal not been continued. The matter will be subject to Tariff Board 
review before the expiry of the three-year withdrawal period if any further 


extension is requested by the Canadian producer. 


For further information, contact: 


Brian Finch ic 
Tariffs Division 
(613) 996-5885 
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Immediate release Ottawa, December 13, 1984 
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ENERGY CONSERVATION INCENTIVE EXTENDED 


The Honourable Michael Wilson, Minister of Finance, and the Honourable Pat Carney, 
Minister of Energy, Mines and Resources, today announced the indefinite extension 
of an income tax provision for accelerated depreciation on a wide variety of 


energy conservation equipment used by businesses. 


This provision, under Class 34 of Schedule II to the Income Tax Regulations, 
allows such equipment to be written off on a straight-line basis over three 


years at rates of up to 25, 50 and 25 per cent, respectively. 


Class 34 was created in 1976 to promote energy conservation. It was broadened 
at the end of 1979 and now includes specified equipment which either conserves 
the use of oil, substitutes other fuels for oil, or employs renewable energy 
sources. Mr. Wilson said today's announcement will remove any uncertainty 


faced by business over the pending expiry of the Class at the end of 1984. 


Certification of equipment eligible for the Class is the responsibility of the 
Minister of Energy, Mines and Resources. Miss Carney said she was particularly 
encouraged by the prospects for the certification of new small hydro and "energy 
from waste" projects. She said she expects that the tax incentive will be an 


important factor in the decision of businesses to make additional energy 


conservation investments. 


For further information, contact: 


R.I. Simkover : 
Tax Policy and Legislation Branch 
(613) 992-1541 
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Notes for an address 

by the Honourable Michael Wilson 
Minister of Finance 

to the Alberta Economic Society 
Edmonton, Alberta 

December 14, 1984 


CHECK AGAINST DELIVERY 


Ottawa, Canada K1A 0G5 


Canada 613 992-1573 


It is a pleasure for me to be in Alberta as part of the national consultations 


that will lead up to my first budget in the spring. 


I"ve been doing a lot of listening during this process but I also appreciate 
the chance to speak to groups such as yours, particularly in a province that 
has "kept the faith" so stalwartly over the years. Of course I'm referring to 
your basic belief in the capacity of a dynamic private sector to be the driving 
force behind a better, stronger Canadian economy. The national government 


Shares that belief and we intend to put our principles into practice. 


We have been working for a change in the way government and the economy 
perform, for new economic growth, jobs and opportunities and for a new 
approach to the resolution of economic problems. And to accomplish those 
goals we are going to need a change of attitude in government, in the private 


sector and on the part of Canadians generally. 


In government, we have taken early steps to control a serious financial 
situation and to demonstrate our faith in the private sector as the major 


engine of growth and job creation. 


We want to build a new consensus and new confidence within the private 
sector. We need to increase innovation, risk-taking and entrepreneurial 


activity as part of a positive new attitude toward change and growth. 


As Canadian business develops and creates the jobs we badly need, individuals 
will benefit from a renewed sense of self-reliance and of dignity. It is essential 
that Canadians be forward-looking, that they face change not as a threat but 
as an opportunity. It is essential that the needy not feel threatened by 
government actions -- our commitment to maintaining the social safety nets is 


clear and strong. 
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Since my economic statement last month I have been discussing with Canadians 
the need for new ways of doing things in government and in the economy. I 
have been greatly encouraged by the feedback I have been getting on the 


new direction we are charting for the Canadian economy. 


In accepting the mandate for change and economic renewal that Canadians 
gave to this government, we identified four key challenges -- challenges that 


we must meet if we are to bring about economic renewal. 


First, we must limit and ultimately reverse the massive build-up in public 


debt and the damaging impact it has on confidence and growth. 


Second, we must redefine the role of government to provide a better framework 


for growth and job creation and less of an obstacle to change and innovation. 


Third, we must foster higher investment, greater innovation, increased 
international competitiveness and a positive climate for the birth and growth 


of new enterprise. 


Finally, we must act on these changes in a fair and open way that is consistent 
with the basic compassion, tolerance and justice that is characteristic of 


Canadian society. 


And we must begin by facing the most serious problem -- the growing mountain 
of federal debt that is casting such a dark shadow on the country's economic 


prospects. 


Since ali of you here today have a professional interest in economics and, I 
hope, a higher than average tolerance for statistics, I'm sure you will permit 
me to use just a few numbers to convey the gravity of the federal government's 
fiscal situation. I've used a lot of words on this subject in recent weeks but 


mere words don't quite tell the story. 
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You may recall that the February budget forecast the federal deficit for 

1985-86 at just under $28 billion. By November, when I reported to the 

| nation on the government's finances, the projected deficit had risen to more 
than $37 billion. In nine months, the deficit outlook worsened by more than 

$9 billion. And it would have been more except for the fact that the previous 
government budgeted for a decrease of $1 billion in direct job creation programs 
in 1985-86. 


Let's look at debt service and related charges. These totalled $18.1 billion in 
1983-84. The February budget estimate for the current fiscal year was $20.4 
billion. That figure has risen to $22.7 billion at the latest estimate. The 
current estimate for these charges in the next fiscal year is about $25.5 


billion. 


These debt service charges have risen rapidly not only because interest rates 
have been higher than expected but because the deficit itself has increased 
over the original estimate by almost $5 billion to about $34.5 billion for the 


current fiscal year. And it's a self-perpetuating process. 


As higher interest rates directly raise the costs of servicing the existing debt 
and add to the size of the current deficit, they also increase the rate of 
growth in the stock of debt. This in turn increases the costs of servicing 
the debt and increases the pressure on interest rates from government borrowing. 
At the same time, higher interest rates discourage economic activity that 


would help to ease the pressure on government spending and to increase 


revenues. 


As a rule of thumb, each increase of one percentage point on average in the 
interest rate raises the debt carrying charges by $800 million per year initially 
and $2 billion after the increase works its way through the term structure of 
government debt. But that is a very temporary rule. As the accumulated 
debt continues to grow, so does the amount represented by each percentage 


point on the interest rate. 
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As I made clear in my economic statement, it is the growth in the debt that is 
causing so much concern not only about the government's fiscal situation but 
particularly about Canada's economic prospects. The accumulated debt was 
$71.1 billion on March 31, 1980. Four years later it had risen to $156.2 
billion. It will increase a further $35 billion or so in the current fiscal year 
or by more than 20 per cent to the range of $190 billion. And under the 
"status quo" projection of the situation that we inherited, that total would 
exceed $400 billion by the end of the decade. The debt has been growing 
faster than the economy for the past 10 years and is projected to continue to 


do so for many years into the future. This cannot continue. 


In describing the financial situation inherited by this government, I have 
used the analogy of an iceberg. The readily visible part of the problem is 
the deficit -- but it represents only the tip of the iceberg. The real threat 
is the accumulated debt which has been growing year after year largely below 
the surface of public awareness -- and which is poised to sink the ship of 


state unless we act. 


The iceberg of debt that I have described to you today is already too large 
and fast-growing for us simply to steer around it. We've got to confront it 


and bring it under control. 


Of course, fiscal projections are in large part a reflection of the economic 
outlook. It is important to remember that the government's fiscal outlook is 
based on a set of relatively favourable assumptions predicated on action by 
the U.S. government to reduce its deficit and bring interest rates to more 


normal levels in the United States. 


If interest rates do not fall to more normal levels in the second half of the 
1980s, our economic and fiscal situation would be even worse. Growth would 
be lower than the forecast average of 3.4 per cent per year in the second 
half of the decade and the unemployment rate would remain above 10 per cent 
instead of falling slowly to 7 per cent by the end of the decade. The federal 
deficit would continue to increase and would reach $50 billion per year by the 
early 1990s. And of course the accumulated debt and its self-perpetuating 
problems would be all the larger. 
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The changes in the outlook for future deficits since last February show just 
how sensitive the federal government's fiscal situation is to changes in economic 
circumstances, and in particular how exposed it is to higher interest rates. 
What the projections do not reflect is the very real possibility of another 
severe recession at some time during the second half of this decade if deficits, 


and hence interest rates, are not reduced to manageable dimensions. 


As I demonstrated in my economic statement, the government has rejected the 
"status quo" outlook as unacceptable in both fiscal and economic terms. We 
made a measured and responsible beginning on deficit reduction, bringing 
next year's projected deficit down from more than $37 billion to less than $35 
billion. More importantly, we served notice that much more needs to be done 


and will be done after full consultation with Canadians. 


There are tough choices to be made. Unfortunately, there are still many 
people out there who sincerely believe that we can avoid making these choices. 
There are those who suggest that the government has made deficit reduction 
and debt control too high a priority. Let me reiterate that job creation is 

our number one priority and that's why we are moving to first control and 


then to reverse the momentum of deficits. 


I explained at length in my economic statement how the deficit and the debt 
are a major obstacle -- in fact, the single greatest obstacle -- to economic 
growth and job creation. Rising deficits not only put upward pressure on 
interest rates, they undermine private sector confidence by symbolizing a 
continuing state of economic mismanagement. Deficits and the mounting debt 


severely limit the government's ability to meet priority social and economic 


needs. 


Yet, there are still those who argue that the federal government can somehow 
steer, push or shove the economy back onto a sound course without dealing 

with the deficit -- indeed, by allowing the deficit to worsen. I use the word 
"somehow" advisedly because this has to be achieved at the same time as the 


’ 
deficit eats up a larger and larger share of the government's current resources. 
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Paying the interest on the public debt is already the largest and fastest 
growing major "program" of the federal government. At $22.7 billion it 
exceeds the second largest program -- old age assistance -- by more than $11 
billion. And that means less and less of the government's fiscal capacity is 


available for productive economic purposes and for vital social needs. 


In short, the deficit and the debt are not only limiting but threatening to 
cripple the fiscal flexibility of the government to meet its priority needs. 
And they are impeding the capacity and undermining the confidence of the 


private sector to get on with the job of investing in economic growth. 
This trend has gone too far. It cannot be allowed to continue. 


I wanted to underline these basic issues today because we cannot afford to 
look at the problem of the deficit and the debt in isolation from their impact 


on the goal of a strong and prosperous country. 


I cannot over-estimate the importance of confidence as an ingredient in economic 
growth. But I doubt that Albertans need convincing on that account -- you 


have seen what happens when confidence is shattered. 


The government recognizes that taking charge of our financial affairs is 
essential for Canadian business to develop the confidence that encourages 


investment, risk taking and job creation. 


Overall, I believe Canadians generally accept the need for this first round of 
expenditure reductions. Significantly, I also believe that there is general 
recognition and support for our decision to redirect some of the savings to 
those most in need. As we have said, change will not be financed on the 
backs of Canada's most needy. And in my economic statement we put forward 
improvements to the spouses allowance and to veteran's benefits. We set 


aside additional funds for direct job creation. 
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We must recognize, too, that the government cannot single-handedly bring the 
economy back to full strength. It's a job for all of us. That's why we have 

opened such a wide range of fundamental issues for consultation with business, 
| labour, provincial governments -- people from all parts of the Canadian 


community. 


A key issue for discussion and action is the broad area of trade. One of the 
government's highest priorities is to improve our trade performance. Exports 
account for more than one-third of our national income and some two million 


Canadians work in industries that directly or indirectly depend on exports. 


We can and we must do better in every aspect of trade development. To be 
competitive on world markets, we must be effective in applying leading-edge 
technologies in producing goods and services. Success comes from both 
producing new technology through aggressive R&D in the fast-growing high-tech 


sector and using new technology in established businesses and industries. 


Once a firm has become competitive we must also address how best to assist it 
in gaining and securing access to export markets. It is clear that continued 
and growing access to markets in the United States, our major trading partner, 
must be a key objective in the ongoing effort to improve economic prospects 

in this country. As with all the major issues that we have raised for national 
consultation, we are looking at all the options in an open-minded way. After 
all, if we are trapped by the past by refusing to consider the possibility of 
fundamental change, what chance do we have of a full and productive discussion 
of the issues? And without constructive discussion how can we hope to set 


positive new directions for the Canadian economy? 


While we discuss and work toward improved trade, investment, technology, 
competitiveness and innovation, we will also be focussing on the training and 
development programs which will assist workers who will use the new 
technology and, in some cases, be displaced by it. We are looking for ways to 
redirect our efforts to help people adjust to economic change and help 
industries adjust to -- not resist -- the change that will allow them to keep 


pace with tough international competition. We need your views, suggestions 


and support on these important matters. 
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Let me emphasize that we are not pursuing change for the sake of change or 

as part of a blinkered ideological crusade. For example, if the private sector 
ean do a job better than the government, then that's where the job should be 
done. But if the government is better suited, then we say let the government 


do it as efficiently and effectively as possible. 


If the experience of recent years tells us anything, it is that government has 
enormous power to distort economic activity -- sometimes without even trying 
and almost always with the noblest of intentions. The energy sector is a 


prime example of the dangers of excessive government intervention and regulation. 


You Know the story. Domestic oil and gas prices have been set administratively, 
not by the market. Taxes and incentives have changed radically and with 

little or no consultation, sometimes in a manner that discriminated against 

some investors. The burden of legislation and regulation affecting the industry 
has greatly increased over the last decade. Federal/provincial disputes over 
energy added to the uncertainty. Confidence was seriously damaged among 


investors, both domestic and foreign. 


As you know, I have emphasized that there are no easy solutions to the kinds 

of deep-rooted economic difficulties in which Canada finds itself today. But 

the energy sector provides a good example of how we can move with determination 
and quickness to encourage productive new activity with very real benefits in 


all parts of the economy. 


There is a better understanding today of the broad economic value of an 

active energy sector. Oil sands projects, for example, create spinoff benefits 
across the whole economy. In recognition of the importance of the oil sands 

we have extended the lower rate of the Petroleum and Gas Revenue Tax that 
applies to integrated oil sands projects. And we will continue to seek increased 
oil sands development and production through discussions with sponsors on 

the fiscal flexibility necessary to stimulate renewed interest in this important 


source of oil. 
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In that regard we announced this morning a decision strongly positive for the 
expansion program which Suncor has been considering for its oil sands mining 
operation. We will eliminate the Incremental Oil Revenue Tax for oil derived 
from bituminous sands for 1985 and subsequent years. In addition, the 
calculation of the IORT for the period 1982-1984 will be adjusted to take 


account of quality and production problems at the Suncor operation. 


I am pleased to learn that this action has encouraged Suncor to proceed with 
plans for a five-year $500 million dollar capital expenditure program at its 
Fort McMurray oil sands facility. To underline my remarks a moment ago on 
the economic benefits of energy activity, I would point out that this project 
alone would create about 1,100 person years of employment on-site as well as 
significant employment benefits for Canadian industry in many parts of 


Canada. And it would contribute to improved energy security for Canada. 


This decision underlines the government's commitment to the early 
revitalization of the energy sector, a commitment demonstrated in many ways 
in my economic statement. For instance, I announced that we will move 
toward an oil pricing regime in which the market, not the government, 
establishes the price of oil in Canada. This change will be of significant 


financial benefit to the industry. 


The Petroleum Compensation Charge has been increased to help stem a massive 
outflow in the PCC Account but temporary rebates approximately equal to the 
rate increase will be allowed for farmers, fishermen, loggers and mine operators 
in recognition of special problems in the primary sectors of the economy. 

This is an example of the need to provide a "safety valve" mechanism to deal 
with price shocks to any segment of the population. Above all, however, we 
have to recognize that the interests of consumers are best protected when a 


successful energy industry is allowed to get on with the job of finding and 


developing new energy supplies. 


The doubling of the threshold level of the small producers' PGRT credit is 


another measure designed to help promote exploration, to secure supply and 


encourage spinoff activity. These measures are only a beginning. We remain 


committed to a full examination of the fiscal regime in the oil and gas sector 


and the PGRT in particular. 
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There is also broad consensus that industry irritants such as the "back-in" 
must be addressed and we have given our commitment in that regard. A 
comprehensive review is under way of the closely related subjects of oil 
pricing, energy taxation and incentives, with particular attention to the 
discriminatory features of the Petroleum Incentives Program. Consultations 
with all affected parties is essential. My colleague, the Minister of Energy, 


Mines and Resources, has been busy on all these fronts. 


You know as well as anyone that the problems that must be addressed and 
solved are not easy ones. But we believe that the spirit now exists among 
the federal and provincial governments and industry representatives to get on 
with the job of increasing productive activity in the petroleum industry while 
shifting away from reliance on government expenditures and regulations and 


toward market mechanisms and private sector initiatives. 


Many industries have been over-regulated in Canada. Others have been 
over-protected from competition at home and from imports. Some programs 
originally designed to aid investment have in fact distorted investment decisions 
and the establishment of companies that are viable only with continued taxpayer 
support. Many policies will need to be reassessed. Alternatives must be | 
found to permanent subsidization of non-viable enterprises, both private and 


public. 


As you are well aware, a number of government policies have been less than 
encouraging to foreign investors. My colleague, the Minister of Regional 
Industrial Expansion, has announced major changes to the Foreign Investment 
Review Act to encourage new investment. We have already renamed the 
agency -- Investment Canada -- to leave no doubt for potential investors from 
abroad that Canada has become a better place to invest. And the Prime 


Minister underscored this message on Monday in his speech in New York. 


It is just more than three months since Canadians gave a clear national signal 


for change. They voted for new economic growth, jobs and opportunities. 
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Our government received those signals loud and clear. And we have clearly 
signalled the directions for change that we believe will get the national 
economy growing strongly again. This is not just a temporary change, a sort 
of political chinook blowing outward from the Nation's Capital. We're talking 
about a permanent change in the economic climate of this country -- a change 


for the better and in the best interests of all Canadians. 


Our objective is to take charge of the government's financial and economic 
affairs so that private sector creative energies can be released to take risks, 
improve productivity and create permanent, satisfying jobs. It's time for the 
private and public sectors to begin demonstrating that their shared interests 
and goals far outweigh those which separate them. Together, it's time to 


show that we can get the economy back on course for growth and prosperity. 
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AMENDMENTS TO THE CUSTOMS ACT AND THE CUSTOMS TARIFF 


The Honourable Barbara McDougall, Minister of State for Finance, announced 
today that Royal Assent has been given to Bill C-9, an Act to Amend the 


Customs Act and the Customs Tariff. 


The amendments to the Customs Act will give effect to Canada's international 
ominitment, made during the 1979 Tokyo Round of Multilateral Trade 
Negotiations, to adopt the Customs Valuation Code of the General Agreement on 
Tariffs and Trade (GATT). Under the new law, which will come into force on 
January 1, 1985, the value for customs duty will be based on the "transaction 
value," which is essentially the price paid for the imported goods. Canada's 
current method of valuing imported goods is based on the "fair market value" of 


like goods sold for consumption in the country of export. 


The amendments to the Customs Tariff will introduce tariff rate increases, 
recommended by the Tariff Board, that will prevent a decline in the level of 
tariff protection when the new system for valuation begins. The increases are 
in line with Canada's GATT undertakings and have been accepted by Canada's 


trading partners. They will come into effect on January 1, 1985. 


Other amendments to the Customs Tariff include the removal of the duty, also 
effective January 1, 1985, on aircraft parts in line with the expanded product 
coverage of the GATT Aircraft Agreement, and a number of miscellaneous 


changes which took effect February 16, 1984. 


Reference: 
K.F. Gore 


Director, Tariffs Division 
(613) 993-7921 
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Immediate Release Ottawa, January 9, 1985 
85-03 


COMMITTEE TO REVIEW CANADA DEPOSIT INSURANCE CORPORATION 
Ne ae 
OPERATIONS 


The Honourable Barbara McDougall, Minister of State for Finance, today 
announced the appointment of a private sector committee to review the 


legislation and operations of the Canada Deposit Insurance Corporation (CDIC). 


It will have a mandate to examine the present system of deposit insurance with 
regard to the increased workload of the CDIC and the relations between the 
corporation and the insured public, member financial institutions and provincial 


governments. 


Chairman of the committee is Robert Wyman of Vancouver, chairman of 
Pemberton, Houston and Willoughby Inc. Members are J.A.L. Colhoun of 
Toronto, vice-chairman of the board of National Victoria and Grey Trust 
Company, and André Bérard of Montreal, senior executive vice-president of the 
National Rank of Canada. The committee will be assisted by Hugh Brown of 


Burns Fry Limited, Toronto. 


Mr. Wyman has many years of experience in Canadian financial markets. He is 
also Chancellor of the University of British Columbia. Mr. Colhoun is past 
chairman of the Trust Companies Association of Canada and past president of 


the Ontario Heart Foundation. Mr. Bérard has extensive knowledge of financial 


markets and is a director of several corporations. 


ste 
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The CDIC was established in 1967 to provide insurance protection for depositors 
in Canadian banks, trust companies and loan companies. The coverage per 
depositor was originally set at a maximum of $20,000 and was increased to 
$60,000 in 1983. 


In announcing the formation of the committee, Mrs. McDougall noted that 
"changes in our financial system over the past 17 years, along with the recent 
difficulties encountered by certain member institutions, have raised questions 


about the adequacy of the original deposit insurance structure". 


The Minister said she is anxious to see the committee move ahead in a timely 
manner. She thanked the members of the committee for agreeing to undertake 
this important review and noted that they have agreed to meet in the very near 


future. 


Reference: 


G.W. King 
(613) 992-5885 


Governmens 
P, ublications 


Department of Finance Ministere des Finances 
Canada Canada 


Release Communiqué 


Release at 1300 hours MDT Ottawa, January 22, 1985 
(CfA | 
CFT | 85-11 


Notes for an address 

by the Honourable Barbara McDougall 

Minister of State, Finance 

to the Independent Petroleum Association of Canada 
Calgary 

January 22, 1985 


CHECK AGAINST DELIVERY 


Ottawa, Canada K1A 0G5 


Canada Satara 


ee 


‘Ve 
pari tt aoe yaersts © 
Be ance ety ie CNRiREatgo” Hever a 
Vive B64 Mi titeee Gower 1 ae pan’ 47 . i 

in? may 1A ¢ ¥ cnr inn qa inet iqioas. 


P- co cred deel) eiranes 


- rae ¥ 
fi g oes ae . 6 eowmittes Garon abond 166 iy 


i Se 
eae dail ” Vier? nar Tanve ayresd = oaet: In ++ bight Mls 


UngsmloM atiedoett 


80 Yo moiteinoanA nepalonsd) 


1 GAs ni, a LA 


f> Jj 5 Why ay i\? 


oe | a : as 


seh eg 
- | av Sy 


I want first to thank the Independent Petroleum Association of Canada for the 
opportunity to be here today. Let me also congratulate Bob Andrews on his 


recent appointment as Managing Director of IPAC. 


As you know, the main purpose of my visit is to meet with your representatives 
to continue the consultations which are pointing the way to an important budget 


in the spring. 


As you in the oil and gas industry are well aware, the Minister of Energy has 
been busy consulting with the industry and with provincial energy ministers 
toward the goal of developing energy policies in support of renewed growth and 


investment in Canada's energy resources. 


In this phase of preparation for the budget, the government is very much in a 
listening mode. We want to gather the best advice that we can. We want to 
bring forward policies that are good for the Canadian economy in detailed 


application as well as in general principle. 


To accomplish that, we need the benefit of the kind of practical experience that 
you in the oil and gas industry have gained over the years -- although the 


word "gained" seems hardly accurate for some of your experiences in recent 


years. 


Much as I am here to listen, however, I was honoured to receive the invitation 
to speak to the general membership of IPAC. Although | am relatively new to 
politics, I understand that a certain willingness to stand up and make a speech 


is not considered a drawback in a politician. 
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The hard fact is, however, that in polities as in most other lines of work, we 
are ultimately judged not by our words but our deeds, And I can tell you that 
this government came to power with a very strong sense of the need for action 
to get government and the economy working better for Canadians in every part 
of the country. 


We are facing this great challenge with strong support from all across Canada, 
support for which we are extremely grateful, At the same time, however, we 
have been careful not to confuse the kind of goodwill that exists toward the 
government with a licence to jump in with sudden and arbitrary changes in 
policies, Indeed, the government came to power with a clear mandate not just 
to change things but to do so in an orderly, fair and effective manner that 
draws on the best that Canadians can contribute to the job, 


That is the basis for the consultation process in which we are now involved, I 
want to take a moment to discuss this important subject, 


There are some who, with often worthy motives, advocate a policy of "act now, 
consult later", I don't deny that there may be times when the urgency of a 
situation requires just such an approach, But as a general rule, I would say 
that there is no more certain recipe for making giant-sized mistakes than by 
relegating consultation to an optional or secondary role, 


It's as if the government says, "Don't call us, we'll call you if we get into 
trouble and need your help getting out." The problem, as you in the oll and 
gas industry have learned from bitter experience, is that you usually know 
when governments are getting into trouble long before they do ~~ and by the 
time they call you to help rescue them, the damage is already done. 


What this government is saying is, "Let's get it right the first time." And that 
means working together with Canadians in every region and every sector of 
society. 
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Let me be as clear as I can on this point: We are not expecting to achieve 
perfect consensus on every policy option that is translated into action. We 
recognize the limitations of the consultation process, just as we accept that 
there will always be conflicting views that cannot be resolved in a country and 


a society as diverse as ours. 


What we do not accept is the view that by engaging in a full round of 
consultations the government is somehow avoiding its responsibility to make 


tough decisions -- in short, the responsibility to govern. 


On the contrary, the commitment to consult carefully and fully with Canadians 
is as much a part of meeting this government's responsibilities as will be the 
policy actions that result from the process. Consultation is an essential part of 


good government. 


I can think of no better argument for the approach we have taken than the 
excellent contributions that have been forthcoming from your organization on a 
wide range of vital issues. I can assure you that in my meetings with a 
number of other private sector groups there has been a consistently high level 
of discussion and advice. And this experience has been repeated many times 
all across the government. Virtually every government minister and member 
has taken part in the consultation round. There will be many more consultation 


meetings in the weeks ahead. 


As you may know, the Minister of Finance met last week with provincial finance 
ministers. There will be a First Ministers conference on the economy next 


month and a National Economic Conference in March. Then it will be on to the 


budget. 


Given the scope of the agenda which the government has set out for 
consultation and ultimate action, the timetable is tight. At the start of the 
process, we knew that the goals we have set will take years, not months, to 
We cannot hope to accomplish everything in the first eight months of 


But I can assure you that we are keenly aware that these are 


achieve. 


our mandate. 
the most important months of our mandate in terms of building and sustaining 


the momentum for real and constructive change in economic policies. 
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Before turning to some issues of special interest to those of you in the 
petroleum industry, I want to take just a moment to review the basic goals, the 
new directions, which the government has set for itself and for the national 
economy. The achievement of these goals is as important for a successful 


energy industry as for any other in this country. 


The Minister of Finance put forward four broad challenges in his economic 
statement in November. The first of these is the need to limit and ultimately 
reverse the massive build-up in public debt and the damaging impact it has on 
confidence and growth. We took immediate action in this area and there is more 


to come. 


Second, we must redefine the role of government to provide a better framework 
for growth and job creation and less of an obstacle to change and innovation; 
third, we must encourage investment, greater innovation, increased 
international competitiveness and a positive climate for the birth and growth of 
new enterprise; and, fourth, as I have already noted, we must bring about the 


necessary changes in a fair and open way. 


These goals are not only complementary, they are in a real sense inseparable. 


In the same way, government, business, labour and individual Canadians must 


recognize their reliance on each other -- the need to work together for shared 
interests -- and to translate that understanding into a working foundation for 
action. 


Clearly, the energy sector has a key role to play in achieving the economic 
promise of this country -- a role strongly underlined in a recent report on 


Canada's energy industry by the Economic Council of Canada. 


A healthy energy sector is essential to economic renewal in Canada. A few 


numbers might help to illustrate the point: 


Energy investment accounts for 22 per cent of total investment in Canada 


and 30 per cent of fixed business investment. 


2 Be = 


Energy represents a significant element in Canada's commodity trade; for 
the first 11 months of 1984, energy exports were valued at $13 billion or 


14 per cent of total exports. The net energy trade balance was $8 billion. 


Federal energy revenues represent 10 per cent of federal budgetary 


revenues. 


The spin-offs to the rest of the economy from a healthy and expanding 


energy sector are enormous. 


This government is committed to changing Canadian energy policy, but not by 
tinkering with outdated policies. I am referring,of course, to the National 


Energy Program. 
The Progressive Conservative energy policy is based on five goals: 


1) Development of a stable policy framework in which energy resources can 


support growth to the benefit of all of Canada; 
2)  Self-sufficiency and energy security; 
3) Enhanced Canadian participation; 
4) Fair treatment for consumers and producers; 


D) Co-operation between federal and provincial governments and industry to 


produce a stable planning environment. 


Our policy will mean opportunity for all Canadians through balanced 
development of all our resources in all regions. Jobs in exploration and drilling 
mean jobs in manufacturing plants. As noted in your 1983 annual report, a 
research study has estimated that 55 cents of each dollar of expenditures on 
machinery and equipment by the Alberta petroleum industry goes to 
manufacturers in Ontario and Quebec. Every job created in the production of 


oil and gas is likewise estimated to create two jobs elsewhere in Canada. And 


we know that jobs and unity go hand in hand. 
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Your organization has been successful in putting forward strong and persuasive 
views on a number of key energy issues. Some of those views were reflected 
in the actions which this government brought forward in the November economic 


statement. Allow me to review briefly the highlights of those initiatives: 


We have already moved to world prices for gasoline, which we view as the 


first step towards oil deregulation. 


We have moved towards more flexible prices for domestic and exported 
natural gas and we are consulting on a more market-sensitive pricing 


system for natural gas sales within Canada. 


And we began a fundamental review of the fiscal regime for oil and gas, 


particularly the PGRT. 


We announced an increase in the Small Producers' Credit for the Petroleum 
and Gas Revenue Tax from $250,000 to $500,000 -- a measure of particular 


significance to IPAC members. 


Changes will be made in the Petroleum Incentives Program in its current 


form, with consultation on what might replace it. 
Changes will be made in the Crown Share. 


New fiscal stimulus has been provided for oil sands investment -- reduced 
PGRT for existing oil sands plants and a willingness to discuss the fiscal 


regime for new plants. 


I might add that the government has introduced legislation to close down the 
Foreign Review Investment Agency and to put in place a new body called 
Investment Canada, whose mandate will be to encourage and to facilitate 


investment in Canada. 


Rebuilding the foundations for a healthy oil and gas industry is a very major 


undertaking -- and one that involves the interests of every region of Canada. 
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But we do not start from the position that the interests of consumer and 
producer are fundamentally opposed. We start from the position that a strong 
and growing energy industry is in the best interests of consumers and 
producers alike. Consumers need a secure supply of oil and gas; consumers 
need jobs. And without doubt the energy industry will continue to be one of 
the key "engines of growth" in the economy. 


In that regard I am pleased to see recent activity and financial performance 
indicators which show that while there's still room for improvement, the energy 
sector is well launched into recovery. You are clearly ready, with a more 
appropriate energy policy in place, to accelerate your efforts in 1985. In 1984, 
for example, Canadian well completions were up 29 per cent from the previous 
year. In the first half of 1984, upstream revenues were up 11 per cent to 
$13.0 billion. Upstream cash flow (including PIP), after dropping by 10 per 
cent in 1981, has been increasing steadily at an average annual rate of 14 per 
cent since then; it is expected to reach $9.9 billion in 1984 compared to 

$6.7 billion in 1980. In 1984, upstream capital expenditures are expected to 


increase in line with the expected increase in cash flow. 


I might add that the Conservative policy of flexible natural gas export pricing, 
which the Liberals adopted in the last months of their regime, has already led 
to an increase in exports which were previously running at only 40 per cent of 


allowable levels. 


There is no doubt in my mind that the oil and gas industry will continue on the 
recovery trail and will reach new heights of activity, investment and success. 
And there is no doubt that Canadians in every region will benefit directly and 


indirectly from your success. 


In the brief time remaining, I want to turn to an area of policy for which I 


have direct responsibility and which is of fundamental importance to your 


industry. 
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Traditionally, the Minister of State for Finance has been most directly involved 
with our financial institutions. While all Canadians have a great deal at stake 
in the proper functioning of the financial sector, I recognize, too, the special 
needs of the business community. With respect to IPAC, most of your members 
have a large need for external sources of funds -- either in the form of 
corporate borrowings or in the form of new equity. I want briefly to bring you 
up to date on some of the work being undertaken by the federal government in 


the area of financial institution regulation. 


My officials have worked closely with all participants in the financial sector -- 
those who have funds to invest, those who need funds and those institutions 
which act as their intermediaries -- to explore ways of improving the efficiency, 
where possible, of this sector. Our objective in this work is to ensure that the 
regulatory structure promotes efficiency and stability in the financial sector. 
This process, too has been a useful one and the results will be presented in a 


forthcoming public discussion paper. 


Without prejudging the results of the paper, it is my general belief that the 
present Canadian financial system is a good one, but that we would all welcome 


some government reforms where required which would make it even stronger. 


The discussion paper will be followed by extensive discussions with the private 
sector and I invite you, either individually or collectively, to present me with 


your views on its conclusions. 


Of course, the regulation of financial institutions -- and the possible need for 
some government reform -- is only one area in which the government's 
regulations are being reviewed. Your industry has made abundantly clear that 
the burden of regulation and related administration wears away at creativity, 
innovation, and the ability to grow. We must reduce the time, the personnel -- 
the investment of all kinds -- that is taken up with paperwork and unwarranted 
distractions from the real work of developing, growing and increasing 
productivity. This is particularly true of small and medium-sized enterprises, 


of which your association is so strongly representative. 
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The government is keenly aware that small and medium-sized businesses are the 
main sources of new jobs, innovation and entrepreneurial spirit in this country. 
_ Promoting growth in the private sector, and particularly the small business 
sector, is fundamental to securing sustained growth for Canada. We must 
ensure that private sector growth is fuelled by a business climate which 


rewards the entrepreneur for initiative and risk-taking. 


For small and medium-sized businesses to play their full role in economic 
renewal, it is essential that federal and provincial governments and private 
sector financial institutions respond to their special needs. We cannot allow 
them to drown in a sea of paperwork and forms. We must find ways to address 
their special needs through tax simplification, more flexible capitalization, a 
reform of regulatory roadblocks and by helping them to become more 


competitive. 


As I noted earlier, the agenda is crowded and the challenges are great. But I 
know that your industry has never backed away from a challenge -- and that's 


the spirit that will carry us through to success right across the economy. 


By working together, people in the public and private sector can find solutions 
to problems and build the foundation for strong and sustained economic growth 
in the years ahead. My discussions with organizations like yours tell me that 

we are making excellent progress toward the goal of a revitalized economy that 


works better for all Canadians. Let's keep it going. 
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NEGOTIATIONS OF PROTOCOLS AMENDING THE TAX TREATIES BETWEEN 
CANADA AND FRANCE, THE UNITED KINGDOM AND SINGAPORE 
RESPECTIVELY 


The Honourable Michael H. Wilson, Minister of Finance, announced today that 
negotiations to amend the tax treaties between Canada and France, the 
United Kingdom and Singapore respectively are presently in progress. 


The purpose of this release is to ensure that persons whose interests are 
affected have an opportunity to inform the government of any particular 
problems of double taxation which might be resolved in Canada's tax treaties. 
The government is particularly interested in learning of any difficulties 
encountered by Canadians under Canada's tax treaties with France, the 
United Kingdom and Singapore, so that these problems might be taken into 
account during the negotiations. 


Persons wishing to offer comments concerning the negotiations should send their 
views in writing to the Department of Finance, Tax Policy and Legislation 
Branch, Place Bell Canada, Ottawa, K1A 0G6. 


For further information, contact: 


JM. Déry 
Tax Policy - Legislation Division 
(613) 992-4942 


Ottawa, Canada K1A 0G5 


Canada 613 992-1573 
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f want to thank you for your warm welcome, and for your very kind 
introduction. I am delighted to be back home in Toronto today, to see so many 
familiar faces, and to maintain your tradition of having Canada's Finance 


Minister address the Canadian Club early in the new year. 


As we begin the year, with a budget squarely on the horizon, I want to say a 
few words about the challenges all of us face. I say "all of us" deliberately. 
Yes, the government has tough decisions ahead. But economic renewal in this 
country hinges just as much on Canadians in the private sector, and you have 
every bit as much responsibility as we in government to get the economy 


moving again. 


Frankly, I feel more comfortable talking about these challenges today than I did 
three months ago. I feel better walking in here knowing that some 100,000 jobs 
have been created since the government took office. And by the close of 1984 
the unemployment rate had fallen below 11 per cent for the first time since 
mid-1982. This improvement represents only a small dent in the ranks of those 
without work, and a small step towards our employment objective. But it is an 


encouraging and a hopeful trend nonetheless. 


There is other good news worth noting. 


-- economic growth in the third quarter clocked in at an impressive 7.6 per 


cent; 

-- interest and mortgage rates have fallen by 200 basis points since we took 
office; 

-- Canada's trade surplus is at a record level; and 


inflation last year was the lowest since 1971, and low inflation will help us 


be more competitive internationally. 


enioys 


You may also have seen international reports earlier this month showing Canada 
has improved its ranking in industrial competitiveness and standard of living 


among western industrialized nations. 


These gratifying reports, and the bright economic developments I have 
mentioned, are encouraging. They should generate a good deal of confidence 
and hope among Canadians. But at the same time we should not be carried 
away by these accomplishments. We cannot forget that, on the other side of 
the ledger, there are some less than rosy observations. The economy is still 
hampered by high real interest rates and a slower American economy. We must 
recognize that a disproportionate amount of our recent economic growth has 
derived from our huge trade surplus. We must remind ourselves, too, that 
Canadian business investment continues to be weak. Our resource industries 
are still under great pressure. And our enormous annual deficit and growing 
national debt combine to threaten our prospects for sustained expansion and 


job creation. 


This brief tour of some of the ups and downs in our recent economic 
performance cautions us to maintain a balanced and realistic perspective on our 
economic performance and outlook. We are indeed showing signs of progress. 
But the outlook over the next few years is one which we can and must improve 
upon. We are still well below what we can achieve. The outlook still contains 
many uncertainties. And the need to meet the challenges to promote growth 


and economic opportunities has not diminished. 


When we were voted into office last September, Canadians gave us a clear 
message that they wanted a fresh start. They told us that the old ways 
weren't working; that there was too much confrontation between governments, 
and between the public and private sectors; that it was time for the government 


to become part of the solution instead of part of the problem. 


We heard the message loud and clear. We responded quickly and decisively 


with the strategy for economic renewal I announced last November. 
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Yet as we proceed, it is fundamentally important for Canadians to recognize 
that the government can't manage every twinge or wiggle in the economy. Nor 
should it try. Indeed, recent history has demonstrated that governments 
attempting to determine economic response by increased interventionism have in 


fact done more damage than good. 


Back in the seventies, the government would ride out on its white charger like 
St. George to try to slay every economic dragon, small or large, that reared its 
head. Today we can see that the knight in shining armour was not St. George 


-- but Don Quixote. 


The fact is that the economy is far too complex and far too unpredictable for 
governments to fine-tune every detail. To think that the Minister of Finance 
has all the policy levers and that he can simply pull the right ones and get the 
desired results is either a misconception, a fantasy, or both. Many times I 
wish I could, but that kind of thinking takes an overly mechanistic view of the 
economy. I view the economy as more like a living being, a complex organism. 
It is the sum total of millions upon millions of human decisions, actions and 
responses taken daily. There is a human dynamism at work that we in 
government cannot hope to predict even with the sophisticated tools at our 


disposal. We cannot manage it in detail; nor should we try to do so. 


Indeed, the macro-economic models that governments have used in the past to 
assist in policy formulation are increasingly showing their limitations in our 
fast-paced, rapidly changing and interdependent world. These models are 
unavoidably based on out-of-date data and old economic relationships. They 
are not capable of reflecting many of the crucial but intangible factors that 
affect human behaviour -- including factors such as confidence, expectations 
and the impact of government regulation and intervention on decision-making -~ 


all of which bear decisively on economic performance. 


By the same token the government is not a body perched above the economy, 
the way Parliament Hill is perched above downtown Ottawa. It is more properly 
a part of the economy than a directing force, a part of that living organism. 


It is a set of institutions and agencies that are interwoven with the activities of 


production and payment we call economic life. 


— 


Fine, you may say. There are limits to what the government can do. Meddling 
too much in the economy is definitely off limits. But what then should be the 


government's proper role in the economy? 


To answer that, let me return to my analogy. In any healthy organism there is 
a right balance of all the components. But if part of the organism becomes 
too large, it makes excessive demands on the whole and gradually weakens it. 


The crucial balance is thrown off and the organism is unable to function 


properly. 


The government's role, therefore, is to ensure that there is a proper balance in 
the economy between public and private interests. The government must do the 
best possible job of managing its own fiscal affairs -- become more "fiscally 

fit", if you will -- so that it can plan responsibly and not be constrained by 
national debt. But just as important, it must ensure that the overall economic 
framework of policies, programs and regulations allows the economy to do what 
it is supposed to do -- generate economic growth and create employment 


opportunities. 


Let me illustrate the importance of balance by reference to inflation. For a 
number of years inflation has been a major economic problem. Canadians have 
made great strides in bringing inflation under control. But the battle has been 
fought at great cost in terms of growth and unemployment, with very high 
interest rates playing a major role. Federal fiscal and structural policies have 
not played the role they should have in this battle; in some cases they made 
the struggle to reduce inflation more difficult. A fundamental difference in the 
approach of the Mulroney government is a better balanced approach to economic 
policy, an approach in which monetary policy, fiscal policy and the various 
structural policies all work in the same direction. The primary objective of this 
approach will be to sustain non-inflationary growth and create jobs by achieving 
interest rates that are as low as possible. This approach requires action on 
our part to reduce the fiscal imbalance and to correct many of the structural 
problems. This is the direction that we started with in my economic statement, 


and it will guide all our future decisions. 
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Controlling and managing the burgeoning deficit was, as you Know, one of my 
first moves last November. That process must continue, in a measured and 
balanced way. We, as a nation, can't live on borrowed money indefinitely and 
hope to enjoy the advantages of a growing economy. Since 1974 the accumulated 
debt of the government has grown faster than the total size of the economy and 
is projected to continue to do so if there is no change in policy. That must 


change. Otherwise we would borrow ourselves into oblivion. 


The actions we have taken so far -- the expenditure reductions and other 
measures I announced in my economic statement -- will put a brake on the 
deficit starting this coming fiscal year. We must and we will continue our 
effort to meet the government's target of reducing expenditures by 
$10-$15 billion by 1990. 


I should add that I have been dismayed by the notion bandied about by some 
that to manage our debt problem somehow shows an insensitive disregard for 
people. Nothing could be further from the truth. Nothing could be further 
from my own personal concerns. What those people should realize is that only 
by cleaning up our financial affairs and restoring them to order can we prevent 
immeasurable human hardship -- hardship that would accompany higher interest 
rates, fewer jobs, and lower investment. The actions we have already taken 
reflect what we honestly believe will deliver the greatest good to the greatest 


number of Canadians. Our decisions in the future will be made on the same 


basis of concern. People are our top priority. 


Reducing our annual deficit is a key objective if we are to achieve the highest 
sustainable growth possible and create jobs for Canadians. Yet the deficit is 
not the only obstacle. We must also restructure our economic policies, 
regulations and programs so that the creative energy of Canadians can be 


exercised more freely. The individuals and firms who make up the private 


sector must be allowed to flex their muscles and apply their ingenuity, initiative 


and imagination as productively as they can. That is our challenge. That is 


the reason we are undertaking one of the most thorough reviews of government 


policy in Canada's history. Our goal is a major restructuring of government 


i c ductive and more 
policy over the next few years to make our economy more pro 


competitive internationally. 
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For productive enterprises to grow and create jobs, rational, long-term 
planning is essential. Such planning, however, is made not only difficult, but 
almost impossible when the "rules of the game" or "framework policies" -- such 
as the legal and taxation framework -- are repeatedly altered or recast by 
government. We have seen in Canada a succession of arbitrary changes create 
uncertainty and damage confidence, both at home and abroad. The national 
energy program of 1980 is one obvious example. Clearly, recent experience has 
been damaging. But the status quo is not acceptable. We will make changes. 
But we will do so in a consistent way and with a view to promoting stability. 
That is why we are proceeding carefully and with due deliberation. That is 


why we place such an important emphasis on consultation. 


There are many areas where action is required. A considerable measure of 
confidence could be restored to the business climate by entrenching in 
legislation a new competition policy framework as soon as possible. We also 
very much need to update our copyright legislation so that the creation, 
transmission and processing of information can contribute more to economic 
growth. A considerable number of other laws and regulations that affect the 
ways in which business is conducted can be streamlined and modernized. By 
doing so our economy can be more flexible and productive; and modern 


practices can be encouraged and adopted. 


There is no greater powerhouse for renewal and economic opportunity than small 
business. Most of the new jobs in Canada in the last few years have been 
created by small business. What is more, the greatest potential for new jobs in 
the next few years rests with small businesses. If we are serious about letting 
the private sector carry the ball of economic growth, then we must ensure that 
the business environment rewards the entrepreneur for individual initiative and 
risk-taking. And we must do everything in our power to remove obstacles to 


the growth of small business. 


This means further simplifying the tax and regulatory environment. It means 
cutting down the disabling burden of forms and paperwork government tends to 
inflict on small business. It means seeking ways to ensure small business has 


access to necessary equity capital, especially for start-up purposes. 


— 


The effect of unemployment insurance premium rates on small business has 
emerged as a contentious issue. Some argue that the mounting payroll tax 
burden on labour-intensive small business could become a deterrent to job 
creation. Some say it already is. Clearly, we can ill afford to risk choking off 
the most promising source of new jobs in our economy today and tomorrow. We 
are examining options to reduce inefficiencies in the UI system and to make 


costs for entrepreneurs more equitable. 


I have indicated that government can take the lead. It can establish the right 
framework. And much of what it can do involves little or no cost to the 
treasury. But let there be no mistaking what all this ultimately means. We 
have set ourselves a challenge of engineering a better balance in our economy 
between the public and the private sectors. The new framework we are 
building is one in which Canadians not only should expect less of government, 


but more of the private sector. 


I am not entirely sure that this new reality has yet sunk in with the private 
sector. The government has spent a good deal of time identifying the 

responsibilities and challenges it must face up to. We are confident that the 
private sector has the ability and the "smarts" to generate economic growth. 


We are convinced it can do the job, and we have planned our policy agenda in 


that conviction. 


The private sector has been on the defensive for a number of years now. We 


are systematically doing those things that will allow it to take the offensive. 


I am pleased to see a few business leaders urging their colleagues to show that 
private enterprise can do the job and take up the challenge to expand and 


invest as government steps back from the marketplace. This type of leadership 


is extremely important. 


For the private sector now has a tremendous opportunity to show its mettle and 


to accept its own share of challenges. One key area in which it can meet the 


challenge is investment. Increasing productive investment would benefit all 
sectors of the economy significantly. 


directly into greater output and employment. 


After all, investment spending translates 


But even more important, timely 


Be oes 


investment decisions in response to rapidly changing technology and to shifting 
world market conditions will boost future productivity growth and enhance our 


international competitiveness. 


Another challenge for the private sector is in research and development. In 
R&D expenditures Canada ranks well behind where we should be among the 
industrialized countries. If we really mean to be competitive in the world -- if 
we are really serious about capitalizing on new and emerging markets -- we 
must embrace R&D without reservation. The micro-chip has no national 


allegiance. It can be as much ours as anyone else's. 


I know that increasing R&D requires a major commitment. It doesn't come 
cheap. But Canadian businesses cannot afford not to take the challenge. It's 


fast becoming a matter of self-preservation. 


Training and skill development is a high-priority ingredient for economic 
growth. It provides firms with the skilled people needed to be competitive. 
But, equally important, it helps individuals adapt to changing job opportunities 
brought about by major shifts in business activity and rapid technological 
change. This is a nation-wide priority. It's time the private sector asked 
itself how it can play a larger role so that skill development can stay in step 


with its real needs. 


Another major obstacle to the success of business is our access to export 
markets. It is also a major challenge. We need to discuss what obstacles there 
are in the trade policies of other countries which inhibit our exporters. We 
must also remove some of the financial and other obstacles there are in Canada 
which discourage our small businesses from exporting more. If we are 
successful, a tremendous number of jobs can be created. But to be successful 
we must be willing to venture into export markets, confident that we can 
compete. We know our people and our products are high quality. Let's bite 
off a bigger share of the market, expand our plant, create some new jobs and 


get out there and sell. 


All of this implies a change in attitudes and a shift in the way we do things. 
The process is one that will not happen all at once. Nor will it be implemented 


in any single budget. It is a process that must be ongoing, and must be 
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worked out carefully in consultation with the private sector. Step by step, 
with all interests in our society working together, the new contours of a 


growth-oriented economy will be established. 


When we were elected last fall, we took a very close look at the economic 
projections and decided they weren't good enough. But we couldn't just wish 
for improvement. We had to shape an economic development plan -- a plan to 
better our prospects. To reduce the risk of unemployment we had to address 
our debt problem with determination. We had to build a better framework for 
private sector growth. We had to make major strides in the key areas of trade, 
R&D and investment performance. We know that by taking action in all these 


areas we can improve our economic performance substantially. 


The challenge is clear. We in the government have accepted the challenge. 


Now it is up to business to do the same -- with assurance and confidence. 


I believe business is beginning to exhibit some of the confidence and 
commitment that will be required for sustained economic renewal. That's what 
some of those good news economic indicators are saying. That's what small 
businesses are telling me. That's why foreign investors are taking greater 
interest in Canada. As this increased investment generates employment 
opportunities, Canadians will become Jess fearful that their jobs are at risk. 
They will be more inclined to go out and buy a car, a new suit, or a new rug 
for their home. That's why confidence is so important. Rising confidence is 
self-propelling. I believe we can be confident and optimistic. Surely, if there 
is one country in the world which has every reason to succeed, it is Canada. 
We remain convinced that positive action by government, business, labour and 
individual Canadians working together -- meeting the challenges -- will ensure 


prosperity and a better Canada for all. 
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It is a pleasure for me to address the Canadian Manufacturers' Association. I 
accepted Eric Owen's invitation with enthusiasm because it is a welcome 
opportunity to speak to some of the key players in the Canadian economy at a 


time of gathering momentum for positive economic change. 


This is also a time of rising anticipation about the budget to be brought down 


in the spring’. 


Although I am relatively new to elected office, I can see already that this 
atmosphere of anticipation creates a sort of occupational hazard for cabinet 


ministers making speeches and other public statements. 


Audiences quite naturally tend to look for clues to the contents of the next 
budget. Ministers, bound as they are to uphold traditional budget secrecy, 
have to be extra careful not to make statements which could be interpreted, 


rightly or wrongly, as revealing of any specific measures that might be in the 


budget. 


The result, I fear, can sometimes be a style of speech reminiscent of a certain 


local hockey team on a bad night -- a little fancy skating, a lot of icing the 


puck and not much else. 


Let me make it clear at the start: that has never been my style of game. More 


to the point: it's not the way the government has chosen to use this important 


pre-budget period of consultation and public debate. 


Qur consultation process is in fact helping to shape the contents of budget 
initiatives and government policy over the coming months and years. You're 


not really part of the audience -- you're part of the game. 


If I were allowed just one more allusion to hockey, I would say the most 
important thing during this period is to get some good hard shots on goal -- 


or, more precisely, the economic renewal goals that we have set out first for 


consultation and then for action. 


Just one supplementary metaphor, Mr. Chairman: The government does not see 
itself as the star player, the leading scorer in the drive to revitalize the 
Canadian economy. Our intention is to pass the puck to those who are in the 
best position to get the job done, to create the growth, jobs and opportunities 


that Canadians need. And that, in many cases, means you. 


We have come to depend far too much in this country on government for things 


that government is not well suited to do. 


Government can never provide a substitute for the entrepreneurial spirit, the 
risk-taking and the investment, the individual talent and initiative, that 
characterizes a healthy private sector and energizes a successful national 


economy. 


Only you can provide that. Government can help -- sometimes by getting out 
of your way, sometimes by giving you a judicious nudge or a well-placed 
incentive. And you can help build the system, the framework, in which private 
sector leadership can best be demonstrated for your benefit and the benefit of 


all Canadians. That's what the current consultations are all about. 
Our roles are not mutually exclusive; they are mutually supportive. 


Despite the fact that government and organizations such as the CMA have quite 
different roles in society, I think it fair to say that we have very compatible 


aims, and perhaps never more so than at the present time. 


The objective of your association -- "to promote Canadian industries and 
further the interests of Canadian manufacturers and exporters" -~- parallels the 
government's objective for the national economy. And the CMA is 


understandably proud of its recent progress in that regard. 
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Your organization and its members are on the right track -- the track back to 
economic renewal. You have been making up lost ground and can look forward 


to new gains as the economic problems facing our country are overcome. 


As you know, a recent report of the European Management Forum rated Canada 
seventh among the world's industrial nations in terms of industrial 


competitiveness, up from 11th place a year earlier. That's encouraging news. 


However, as your president recently acknowledged, there is still a lot of work 
to do on some of the fundamentals. Canada still rates far too low in vital areas 
that affect our competitive position -- areas such as productivity and 


investment growth and labour relations. 


The survey also gives us a low rating in a category described as "innovative 
forward orientation". That sounds like a polite way of saying that Canada isn't 


quite pointed toward the future. 


Well, that may have seemed true up to September 3, 1984, but let's remember 


that something pretty important happened the next day. 


On that day Canadians clearly rejected old attitudes and approaches. 
Canadians said no to unilateral government actions and continuous 


confrontation. Canadians said yes to a new and constructive atmosphere of 


economic renewal. 


And you brought in a new government with much more than an "innovative 


forward orientation." It is a government with the determination to act on its 


mandate to make changes -- positive changes. 


The Agenda for Economic Renewal presented by the Minister of Finance in 
November points the directions for change. But knowing where we want to go 
is just the beginning. Even if we had all the answers on how to get there, 
which we do not, we would still need the full co-operation of business, labour, 
the provinces and all Canadians to renew our economy. That's why our 


approach relies so much on an open-minded consultation process. 
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Consultation is not an excuse for inaction. The Minister of Finance left no 
doubt of that in his Economic Statement in November. Tough decisions were 
made on controlling expenditures; there will be more such decisions --. unless, 
of course, you can suggest an easy way to solve the problem of government 


deficits and the mounting public debt. 


I cannot stress too strongly that, even with its finances in good shape, the 
government alone could not ensure economic success. We need the expertise, 


the goodwill, the best efforts of all parts of the Canadian community. 


This evening, in keeping with the theme of your symposium, I want to talk 
about some of the new directions we have charted which are particularly 
important to your members. If you have read the Agenda paper -- is it 
possible that any of you has not yet read it? -- you will know that I don't have 
time to cover all the specific areas that we have designated for consultation and 


action. 


Tonight I want to focus instead on the directions for change spelled out in a 
consultation paper released just today on the subject of export financing. 
First, however, I want to sneak in a brief plug for another initiative that takes 


up a lot of my time. 


Traditionally, the Minister of State for Finance has been most directly involved 
with our financial institutions. A great deal of pressure for change has built 


up in the financial sector over the years. Now it's time to deal with it. 


My officials have worked closely with all participants in the financial sector -- 
depositors, borrowers and the institutions -- to explore ways of improving the 
efficiency, where possible, of this sector. Our objective in this work is to 
ensure that the regulatory structure promotes efficiency and stability in the 
financial sector. This process has been useful and the results will be 
presented in a forthcoming paper. The Canadian Manufacturers' Association has 
always been prompt in responding to government initiatives and I will welcome 


your views on the publication of our work. 
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Without prejudging the conclusions of the paper, it is my general belief that the 
present Canadian financial system is a good one, but that we would all welcome 


some government reforms where required to make it even stronger. 


Among other areas of special interest to you are competition policy, copyright 
issues, corporation, patent and bankruptcy laws, trademarks, packaging and 
labelling regulations and hazardous product legislation. On these topics let me 
Say only that we want to simplify and modernize wherever possible to help make 
our markets more flexible and productive -- and we want your help in doing it 


rich. 


We intend to reduce the burden of unwarranted paperwork associated with 
government regulation. We want you to have more time and resources to invest 
in productive enterprise that enhances your ability to grow -- to seize new 


opportunities to create jobs and wealth. 


No catalogue of issues about which I am not talking tonight would be complete 
without mentioning the tax system. It is a crucial influence on your capacity to 


invest, to innovate and to grow. 


The Minister of Finance has made clear that the tax system will be re-examined 
with a view to further encouragement of investment and other productive 
economic activity. Tomorrow the Minister of National Revenue will be bringing 


you his perspective on some important taxation issues. 


I want to turn now to the key question of export financing and the 
consultations paper issued earlier today by my colieagues, the Minister of 


Finance and the Minister for International Trade. 


Clearly, we must do more to develop our trade potential. The world is at our 
Not pounding at our door to be sure, but out there for us if we are 
Your organization has been a leader in 


door. 


willing to become more competitive. 
emphasizing the importance of improving competitiveness and in analysing the 


various elements of that challenge, particularly the crucial need for higher 


productivity. 


Studies by your organization have highlighted the quality of management as 
perhaps the single most important factor in meeting the competitive challenge. 
This is an especially important observation in my view because it focusses on 


the critical human element in economic suecess or failure. 


It isn't just Canada that has to compete successfully on world markets, it's you 


and I. 


But we have to be sure that our efforts have adequate support from the 


institutions that underwrite international commerce. 


A successful export financing system can make a key contribution to keeping 


Canadian companies competitive in world markets. 


In a perfect world, governments might not be involved at all in export 
financing. Within the western industrial world, trade is in fact carried out 
with very little government involvement in financing or marketing. However, 
sovernment-supported export financing is very much a fact of life in trade with 


Eastern European countries and with the third world. 


Those markets are important and becoming more so. We must remain competitive 
in this area of export financing. That is one of the fundamental challenges 


addressed in the consultation paper. 


Unlike the situation in most other countries, the Export Development 


Corporation has a virtual monopoly on subsidized export financing in Canada. 


But let's remember that 90 per cent of Canada's exports are delivered with 
virtually no government financing involvement. That represents a lot of private 
sector expertise and experience. It certainly provides good reason to explore 
the possibilities for a significant private sector role in the other 10 per cent, 


with appropriate government support. 


In particular, we want to explore ways of maximizing the capacity of Canada's 
banks to contribute to the financing of Canadian trade. Greater involvement by 
the banks in medium and long-term export financing could be an important 


means of broadening the base of exporters. 


- 7 - 


We also want to look at increased private sector involvement in the insurance 
side of EDC's services, with the benefit of widening the distribution network 


and promoting better access to service for exporters. 


Greater responsiveness, improved coverage and other services -- particularly 


for small and medium-sized businesses -- are important goals for the EDC. 


There is good reason to expect that broader delivery and intelligence systems 
resulting from a greater private sector role would result in more exports and an 
increase in the number of small and medium-sized businesses in the export 
field. 


We are also reviewing the role of the Canadian Commercial Corporation in light 
of the need to facilitate private sector, and particularly trading house, 


participation in support of Canadian exports. 


The paper makes clear that there are substantial risks in a number of the 
options for change. But constructive change is seldom accomplished without 
looking at all the possibilities and following through with the demanding job of 


weighing potential risks and benefits. 


We also have to explore whether Canada's aid programs can be used to a 


greater extent or in a different way to provide concessional financing in 


developing countries. 


There are some fundamental questions to be faced in this regard. There can 
be difficult trade-offs between developmental and commercial objectives. 


Canada's aid programs are geared to long-term goals in developing countries 


and are concentrated in low-income countries. A greater role for commercial 


objectives would imply, for example, more emphasis on projects in higher-income 


developing countries. Commercial projects may not always fit in with 


development goals and may be viewed by recipient countries as having limited 


value. Clearly, this would not serve either Canada's development assistance 


goals or its longer-term commercial interests. 
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In addition, it is essential that aid programs not be used to subsidize otherwise 
uncompetitive Canadian production. That could have a damaging effect on 
Canada's commercial reputation abroad while encouraging economic weakness at 


home. 


Nevertheless, we have to face the fact that the competition faced by Canadian 
exporters in developing countries is often subsidized from the aid programs of 


other nations. 


Through the entire paper we have put the emphasis on ensuring that Canadian 
exporters are on an equal footing with foreign competitors, but we have made 
clear that export financing cannot be realistically viewed as a means of gaining 
significant advantage over the competition. It is highly unlikely that Canada 


could survive, let alone win, an export credit war. 


The only real advantages we can create are the ones we will earn by facing all 


of our economic challenges head on in the months and years ahead. 


Right across the board we have to work at restoring the momentum of economic 
growth for the long haul. There is no shortcut to success, but every step we 


take will make other steps seem more attainable. 


The new directions for change which we have put forward for consultation are 
themselves a challenge to the capacity of Canadians to adapt to change, to 
harness it for positive new opportunities. The forward-looking activities of the 
CMA, including this symposium, are proof that leadership in facing change can 
be shared between the public and private sectors, as we know they must. We 
look forward to your contributions on export financing issues and on all of the 


policy areas and the options we have opened to the consultation process. 


The process is neither easy nor short. From the current round of 
consultations we will go to a First Ministers conference, a national economic 


conference and on to the budget. But that will not be the end. 


The agenda for action is crowded. It will take years, not months, to complete, 
and the government is committed to continuing national consultations. We must 


not only build but maintain a productive, working relationship with all parts of 
the Canadian community. | 
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As individuals, as business people and as members of an important national 
organization, you will have a continuing major role to play. With your help, we 
ean fully restore the spirit of individual and national achievement which will 


‘enable Canadians to face and to build their future with new confidence. 
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U.S. $500 MILLION BORROWING TO BOLSTER CANADA'S OFFICIAL 
INTERNATIONAL RESERVES 


The Honourable Michael Wilson, Minister of Finance, said today the government 
will make a short-term borrowing on one of its two standby credit facilities to 


increase the level of its official international reserves by U.S. $500 million. 


The move is in response to the continuing volatility of world currency markets 


caused by the strength of the U.S. dollar. 


Mr. Wilson said that the borrowing, from a standby credit facility with a group 
of international banks, is being made under Section 39 of the Financial 
Administration Act. This section allows the government to borrow, for a term 
of up to six months, when it appears that there will be insufficient funds in 
the Consolidated Revenue Fund to pay lawfully authorized disbursements, 


including advances to the Exchange Fund Account in which Canada's official 


international reserves are held. 


The government is using this procedure because it currently lacks borrowing 


authority while awaiting approval of a bill now before the Senate. 


Explaining the need to use Section 39, Mr. Wilson said the Senate's delay in 
passing the borrowing authority legislation (Bill C-11) is disrupting the 
businesslike management of the government's borrowing program. Mr. Wilson 
emphasized that there is no valid reason for the Senate to delay passage of this 


Bill any longer. 


ay 
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The Finance Minister said the Senate's action risks additional costs to the 


government's debt program -- risks that will be borne by Canadian taxpayers. 


"Timely passage of new borrowing authority legislation now before the Senate 
will eliminate any need for further borrowing under Section 39," Mr. Wilson 


said. 


Bill C-11 is designed to provide borrowing authority necessary to cover the 
government's financial requirements and those expenditures already authorized 
by Parliament. The bill, introduced on November 23, 1984 was approved by the 


House of Commons on December 21, 1984. 


For further information, contact: 


GW. King. 

General Director 

Financial Sector Policy Branch 
(613) 992-5885 
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I want, first, to thank the Conference Board for inviting me to address this 
distinguished gathering. And I thank you all for the warmth of your welcome. 
America justifiably deserves its reputation among Canadians for warm, generous 
hospitality. Believe me, Canadians are grateful, and no more so than at this 
time of year. After all, how could so many of us enjoy our legendary winters 


if it weren't for Florida! 


Beyond sharing a common border, our two countries have historically shared a 
dynamic and mutually beneficial relationship. Our common heritage has bred 
similar values and a common ethical landscape. A passionate belief in the ideals 
of democracy inspires us. A commitment to the free enterprise system sustains 


us. 


Our views and approaches are basically in harmony with each other. We hold 

fast to similar hopes and aspirations. And the reality is that we are probably 

more interlinked than we often realize -- and in many aspects of our national 

lives. Just think, where would the Islanders be without Denis Potvin or Mike Bossy? 


And where would the Blue Jays be without Dave Stieb or Lloyd Moseby? 


Given all this, it is not surprising that our economies share much in common. 

We are each other's best trading customers -- by a long shot. But the story 
goes well beyond trade. It involves Canadian companies with branches in the 
United States and American companies with branches in Canada. It involves the 
most highly interrelated and sophisticated financial markets in the world. It 
involves investment, technology and countless joint ventures. And it is perhaps 
most dramatically manifested when the Canada space arm contributes to the success 


of a U.S. space shuttle mission. It goes without saying, we each have much to 


gain by seeking ways to strengthen our relationship. 
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As for the question of size, I think it is fair to say that American economic 
strength is part of the Canadian consciousness. This fact is captured in the 
saying I'm sure you've heard, that "when Washington sneezes, Canada catches 


pneumonia." 


"Pneumonia" clearly exaggerates the situation; but we are certainly not immune 
to catching a cold. We are the smaller country. Our need of the U.S. market 
is greater than your need of the Canadian market. And American economic policy 


decisions have a greater impact on Canada than ours do on the U.S. 


That is why we feel it is critical for us to be on the same wave length -- and 
remain on the same wave length -- with our American neighbours in both business 
and government. And that is why we are anxious to keep you abreast of economi 


developments in Canada. 


I welcome your keen interest in Canada since the new Progressive Conservative 
government took office. Today I want to bring you up-to-date on the progress 
we are making -- and will continue to make -- in building reconciliation and 


economic renewal in Canada. 


The government is now almost six months into its mandate. In that time we have 
moved decisively to put in place a comprehensive strategy for economic renewal. 
We have acted to restrain our growing deficit and to manage responsibly our 
national debt. That action will be reinforced in a budget I will be tabling in 

the spring. We have initiated one of the most comprehensive reviews of governme 
policy in Canada's history. It will lead to a major restructuring of government 
policy over a period of years that will promote economic growth and make us 


more competitive internationally. 


Clearly, we have our work cut out for us. But just as clearly we are going 
about it in a new and positive way. We have begun a new era of consensus 
and co-operation the likes of which have not been seen before in Canada. We 
have put an end to the confrontation that has soured federal-provincial reiations 


in the past and prevented Canada from realizing her full potential. 


The new era of co-operation was manifest last week when the Prime Minister met 
with the provincial premiers at the First Ministers Conference on the economy. 
The conference was noteworthy for an unprecedented spirit of concord and good 
‘will. There was a new willingness on the part of all participants not only to 


listen to their counterparts, but to hear what they had to say. 


The new spirit is producing tangible results. For example, earlier this month 
the federal government signed a landmark accord on offshore oil with the province 
of Newfoundland. The agreement has been hailed for opening up new economic 
opportunities for Newfoundland, and for restoring confidence in federal-provincial 
relations. It signals, at long last, the start of development of the Hibernia oil 


fields. 


In December we signed an important economic and regional development agreement 
with Quebec, the first since 1974. By showing flexibility we have already reached 
subsequent sub-agreements in the specific areas of communications, tourism and 
industrial development. Quebec has come out a winner -- but so has the nation 


as a whole. 


These agreements, and the rekindled spirit of co-operation between the federal 
government and Quebec, have had an extraordinary impact in that province. 
Quebecers, who have previously questioned their role within confederation, have 


set aside their doubts. Once again they are looking to build their province's 


future within Canada. 


This kind of co-operation is building a new sense of optimism and confidence in 
Canada. Once again Canadians are saying that confederation is a blessing, not 


a bane; that the federal and provincial governments can really pull together, 


instead of pulling the country apart. 


By now there also should be no doubt that Canada has taken the first steps in 
a new era of co-operation with the United States. And you, in the U.S., have 


responded in kind. Prime Minister Mulroney and President Reagan have established 


a warm and positive relationship. 
when the two meet in Quebec City for a working session on matters of mutual 


That relationship will be renewed next month 


hee 


interest to our two countries. Other ministers have developed similar close 
working relationships with their American counterparts. We see eye to eye on 
most of the issues that concern us. For our part, Canada will act to fulfill our 
responsibilities -- too often neglected in the past -- in such key areas as 


defense. 


Canada and the U.S. can both benefit from a co-operative approach in bilateral 


relations. No one should doubt that. The relationship is not a zero-sum game. 


Likewise, let no one doubt, co-operation can enhance Canada's sovereignty -- 


by strengthening our economy, our security and our voice in world affairs. 


Co-operation is common sense. For Canada to ignore the unique opportunities 
offered by the North American context, by our living next door to the vast American 


market, would be foolishness on a national scale. 


As we move to strengthen our bonds, at home and abroad, I am encouraged that 

a growing number of key indicators in the Canadian economy are looking up. 

Real GNP grew at a 7.6 per cent annual rate in the third quarter of 1984. While 
it is unrealistic to expect this pace of growth will be sustained, we are encouraged 
by signs of a firmer growth rate than had previously been anticipated. The 
overall decline in interest rates and mortgage rates in recent months should 


contribute to this firmer growth. 


I have been impressed by the progress in a number of areas. As of November, 
new orders and shipments of manufactured goods and industrial production all 
showed healthy increases from a year earlier. Retail sales in 1984 were 8.2 per 
cent above their 1983 level. And large industrial corporations have seen their 


profits recover once again to pre-recession levels. 


Canada has been running a record trade surplus that approached $21 billion in 
1984. To be honest with you, I would prefer a lower surplus since our trade 
picture has been enhanced by a weak business investment performance and a 
consequent reduction in capital equipment imports. I should add, too, that 


while our trade surplus has been strong, it is largely offset by our deficit on 


services, 
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Our competitive position is much brighter than in recent years. For example, 
the annual rate of inflation in January as measured by the Consumer Price Index 
was 3.7 per cent, slightly lower than in the United States. In 1984 inflation 
was at its lowest level in thirteen years. We are striving to maintain an 
inflation rate somewhat below the U.S. rate in order to strengthen our 


competitive position. 


Productivity in Canada rose a healthy 2.7 per cent in the third quarter of 
1984, aided by reasonable compensation increases that on average were up only 
3.4 per cent in the third quarter over the previous year. Our good record on 
compensation helped hold our unit labour costs in the third quarter to an 


increase of just 0.7 per cent. 


We have also been encouraged by some recent international reports. For 
example, the European Management Forum only last month reported that 
Canada's competitive position among 28 industrial countries in 1984 rose to 
seventh place from eleventh in 1983. And according to the OECD, Canada's 
standard of living ranks second highest in the world, only slightly behind the 
United States, and well ahead of third-ranked Japan. 


I might add that the recent signs that the U.S. economy may do better than 
was earlier forecast is good news to us. If that happens we in Canada may 


well benefit from some of the spillover from stronger American economic growth. 


Encouraging as these signs are, we do not pretend that our economy has a 
clean bill of health. We have diagnosed some deep-rooted problems that we are 
determined to treat -- and cure. When we were elected, we inherited a 
tragically high unemployment rate. We shall not be satisfied until we have 
reversed this situation. The unemployment rate has fallen, from 11.6 per cent 
when we took office to 11.2 in January. But we must do much more to enable 


the economy to generate opportunities for permanent employment for those 


without work. 


We also inherited an enormous public debt that we must cut down to size. High 


national debt, as you well know, has become a pandemic problem. Most western 
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governments are struggling to at least minimize the damage it does in terms of 
high interest rates and eroded investor confidence which ultimately cause retarded 


economic growth and high unemployment. 


A very important part of Canada's economic renewal strategy is to rein in the 
deficit and thereby put a lid on our growing national debt. As we move to do 
this, we are keeping one eye directed southward to the United States. We have 
a very strong interest in what the U.S. government does about its own high 
deficit and growing debt. Indeed, it is not an overstatement to say that because 
of the dominant force of the U.S. economy in our markets, your debt and 


deficit, and what you do with them, are as important to us as our own. 


Canada, together with all the OECD countries, is clearly affected by your fiscal 
policy. We are encouraged by the Reagan administration's commitment to tackle 
the deficit in a systematic and credible way. That action is crucial if pressures 


in the capital markets are to be reduced. 


But let there be no mistake. In looking to the U.S. for action on its deficit, 
Canada is not passing off our own responsibility for our own problems. We are 
not saying to the U.S. "You are your brother's keeper". Nor are we simply 


asking to ride on America's deficit-cutting coat-tails. 


We recognize our own severe deficit problem and we are acting to reduce it. I 

began the process last November when I announced government expenditure reduction: 
and revenue recovery measures of $4.2 billion in 1985-86. Putting our own fiscal 
house in order is paramount if we are to give ourselves maximum room in which 


to structure our domestic priorities. 


Reducing the deficit and managing the debt is one vital dimension of our strategy 
for economic renewal. But other dimensions, equally vital, complement our deficit 
reduction effort. I mentioned at the outset that we have commenced one of the 
most thorough reviews of government policy ever witnessed in Canada. This 
action is based on our conviction that government must relinquish its role as 

the dominant player in the economy. The past 15 years have shown that just 


when a dynamic, creative private sector was most crucial to Canada's competitiveness, 


big government stifled and suffocated its initiative. Our goal is to restructure 
our economic policies, regulations and programs so that the private sector can 
once again assume its proper role as the chief creator of wealth and jobs and 


the impetus behind economic progress. 


From a Canadian perspective, the paradox is that government must become smaller 
in order to do more. The direction we are taking is one that you in the United 


States -- the home of quintessential free enterprise -- can well appreciate. 


The new Canadian government, unlike the old, has no doubts about the benefits 
of a strong private sector. We have no doubts about the virtues of free 
enterprise -- in generating wealth to support our social programs; in promoting 
a healthy self-reliance and initiative; in energizing imagination, innovation and 


entrepreneurial vigour. 


Canada's founders built a democracy on the foundations of free enterprise. Through 
free enterprise we became one of the soundest economies in the world. And 


through free enterprise we shall renew our economy's vitality. 


In becoming less of a dominating force, government must at the same time be 
more effective in what it does, and in how it does it. Our economic renewal 
strategy is based on the government establishing a policy framework characterized 
by credibility, consistency and continuity. Those doing business in Canada, or 
with Canada, must be able go about their business knowing that the government 
will do what it says, that it will be consistent in its actions, and that it will 

not be unpredictable, erratic or arbitrary in its policy decisions. Granted, we 
could never eliminate all uncertainty in economic decisions -- that would be 
unrealistic -- but we can remove the self-inflicted uncertainty that has plagued 
our economic environment in the past. When we have done this, we will have 


coupled a positive government commitment with a strong and dynamic private 


sector force. 


As part of the economic renewal strategy we are reviewing many areas that are 


critical to private sector growth. One of our key concerns is to promote a 


resurgence of investment. 
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We intend to create a positive and stable environment that will not only spur 
domestic investment, but attract foreign investment as well. We've issued an 

open invitation to come and invest in Canada. The door is open. This is not 

just a rhetorical gesture. Our move to replace the Foreign Investment Review 
Agency with Investment Canada, and our intention to scrap the discriminatory 
aspects of the National Energy Program, proclaim the message that we mean business. 
Looking back it is apparent that FIRA and the NEP did little but add a new category 


to our list of leading exports -- frustrated investors! 


The Investment Canada Bill, the act which will replace FIRA with a new body, 
Investment Canada, is currently before Parliament and should be enacted soon. 
I am convinced it will help us gain ground in the fierce competition for investment 


capital. 


Under the new legislation, virtually all proposals for new investment will be exempt 
from review. Only takeovers as well as those foreign investment proposals that 
are of major national or cultural significance will be reviewed. Thus, more than 

70 per cent of the foreign investment proposals that would have been scrutinized 
under FIRA will be exempt from review. And for the 30 per cent of proposals 


subject to review, it will be rapid and efficient. 


The positive investment stance of Investment Canada will go beyond its review 
mandate. The new body will provide information and advisory services on investment 
opportunities in Canada. And it will promote, both at home and around the world, 
the opportunities Canada offers investors. We now have one of the most receptive 


foreign investment policies of any industrialized country. 


I have been enormously encouraged by American response to our open approach 

to foreign investment. On the strength of our actions thus far, a number of 
American companies are already moving ahead with plans to invest in Canada. 

As our economy gathers steam, and as the reality of a friendly, hospitable Canadian 


investment environment becomes evident, I know many more will follow. 


We will be looking to our energy sector to once again become a magnet for 
investment. Energy investment accounts for 30 per cent of total business 
investment in Canada. More than that, we know that an expanding, thriving 


energy sector can breathe new energy into the rest of the economy. 
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it is true that sagging world oil prices have made some investment projects 
unfeasible. But it is patently clear that the previous government's heavy-handed 
and arbitrary changes to the framework of our energy sector choked off both 
‘domestic and foreign investment. Confronted with discriminatory taxes and 
incentives, investment has left and stayed away. THis will change. Measures 

such as the 25 per cent "back in" will be changed. The tax regime will be changed. 
We wish to reassure potential investors that our energy sector is once again an 


attractive place to earn a return on the investment dollar. 


If the investment climate is to be as attractive as possible, it is important to 
pay close attention to all the key ingredients -- the labour force; the tax system; 
and new technology, to name a few. I know that high ratings in these areas 


can make all the difference when foreign investors are sizing up Canada's potential. 


Since the recession, real investment has been slower to recover in Canada than 

in the United States. Recently, however, there have been some bright signals. 
Business fixed investment is growing again. And a recent Conference Board of 
Canada survey confirms that an increasing proportion of senior executives believes 
now is a good time to expand their plants and add new machinery and equipment. 
More than half the executives surveyed have made definitive plans to step up 


their capital outlays. 


We intend to do everything possible to fan that investment flame. We are determined 
to nail down new markets for our products and to create the demand that will 
prompt investment. One avenue we will explore in this regard is securing broader 
access to export markets, and in particular the United States market. Canada 

is a trading nation. We need a more secure and predictable trading climate. 

My colleague, the Minister of International Trade, last month released a discussion 
paper on this very issue. The paper poses possible options we might consider 


to secure and enhance the trade between our two countries. 


Broader access to foreign markets, and the United States market in particular, 
could be the catalyst to trigger a significant investment boom in Canada. It 


would also help us to attract the advanced technology we need to stay 


competitive. 
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Of course, the reduction of trade barriers we might consider is a two-way street. 
It would have some profound implications for the structure of the Canadian economy. 
And the broader and more secure the access agreed upon, the greater would be 
the impact on how much investment would be channelled, and into what kinds of 


production. 


Certainly we would expect to see expansion in sectors of the Canadian economy 
where we now enjoy a competitive edge. And I would anticipate investment 
flowing into sectors where we have a strong potential to develop a competitive 
advantage. In all likelihood, real income gains would flow from the 
rationalization of Canadian industry to larger production runs and a greater 


degree of specialization to serve the larger market. 


By the same token, sectors of the economy ill-equipped and ill-suited to withstand 


intensified import competition would be at a disadvantage. 


I am convinced, however, that if we decide to take the challenge and plan with 
foresight and care for the expected adjustments, our economy would be better 
for it. In time we would see a more cost-efficient economy. We would strengthen 


our ability to compete in the world. And we would raise our standard of living. 


Trade is of central importance to both Canada and the U.S. Canada, like the 
U.S., has a distinguished history in support of multilateral trading 
arrangements. We support -- and will continue to support -- an open 
international trading system. We have a strong record as a fair trading 
partner. We realize that a strong trading relationship with each other is vital: 
it fuels our respective economies; it means jobs -- on both sides of the border. 
That is why we are taking concrete steps to settle our long-standing trade 


issues. Success on this front is one of the keys to economic renewal. 


Canada's strategy for economic renewal responds to the mandate the government 
was given to improve the way we do things in Canada. It was a clear message 
that the government should change its approach. It was a clear judgement upon 


too much government intervention in the marketplace. 
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We are not satisfied simply to discourage the view that the government can, or 
should, prevent change in the economy, especially change whose impetus comes 
from the competitive realities of the world marketplace. But much more than 
this, we believe we must be a facilitator of change -- by freeing up the private 
sector to exercise its full initiative; by enhancing the climate for investment, 


innovation and growth; by encouraging consensus and co-operation. 


Canada, like all western countries, must prepare itself to adjust to the 
changing contours of the emerging world economy. We have begun this 
process -- in a new spirit of national self-confidence. We have a clear idea of 
where we're heading. And we're inviting all who want to join us to come on 


board. 


Co-operation will enhance our ability to sustain prosperity -- co-operation between 
the federal and provincial governments; co-operation with business and labour. 
We know we have tremendous capabilities that we all can bring to bear on renewing 


prosperity for our people. 


But the principle transcends our borders. And the benefits do too. Through 
co-operation -- with the United States and the world community -- all of us can 
advance our common interests to our mutual advantage. And as we enter the 
home stretch of the twentieth century, we can build creatively and boldly, 


confident in ourselves and in the future. 
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I want to thank Michael Goldberg for the invitation to speak at your luncheon. 


Seminars such as this one serve a dual purpose in the financial community. 
They provide an opportunity to share new information and, as I fondly recall, 


they allow old colleagues to exchange news. 


As a former member of your community, I know that there is a lot to be gained 
by keeping in touch with former colleagues -- and by listening to them. I can 
assure you that the government as a whole is listening and learning. It is a 
government that shares your basic belief in a strong and dynamic private sector 


as the key to economic success. 


The election of September 4 was typical of a peaceful Canadian style evolution. 
Canadians said that they, too, wanted change. They told the government to 


put its house in order and give the private sector a chance to lead the way to 


prosperity. 


I want to say a few words about putting our financial house in order. My 
colleagues and I are attempting to bring good financial management principles to 


the handling of the national debt in order to get ourselves back on a responsible 


financial track. 


That is why we asked for the co-operation of the House of Commons and the 


Senate in passing our borrowing authority bill which was part of our orderly 


debt management program. The delays by the Senate in passing this bill have 


cost Canadians approximately $10 million. 
finally passed the bill on Wednesday evening. We can now look forward to 


proceeding with an orderly debt management program. 


I am glad to say that the Senators 


As you know, the Main Estimates tabled by my colleague, the President of the 
Treasury Board, indicated that our government currently is saddled with a debt 
servicing program of $25.5 billion. This is a huge concern for our government. 


And one with which we plan to come to terms. 


It's now time for a national change of economic lifestyle. Therefore, the 
government is setting a financially responsible example and encouraging individual 


initiative and private sector investment. 


The Conservative practice is to communicate, co-operate and invite participation. 
We're listening, we're talking and our message is being heard. We have embarked 
on a long-term challenge of economic renewal. But it's encouraging to see 


several economic and financial indicators moving in the right direction. 


For instance, since September, 64,000 jobs have been created and the unemployment 
rate of 11.2 per cent in January was down from 11.6 per cent in September. 


In the same period a year ago, only 5,000 new jobs were created. 


We're continuing to do well on holding costs and prices in check. Statistics 
Canada figures show inflation dropped to a 13-year low of 4.4 per cent in 1984. 
In fact, Canada's rate of inflation was at or below the rate of inflation in the 
U.S. for the past five months. The rate of inflation excluding food and energy 


has been below the U.S. for a full year. 


During the fourth quarter of 1984 other encouraging signs emerged. The 
pre-tax profits of all industrial corporations rose 1.3 per cent, the pre-tax 
profit margin held steady at its third quarter level of 5.9 per cent, and sales 


rose 1.6 per cent. 


Over the first seven quarters of the current recovery, the overall increase in 
real gross national expenditure, contrary to common perception, was about the 


same in Canada as in the U.S. 


The CECD Economic Outlook brought good news, too. Canada's international 
competitiveness in terms of relative export prices (measured in a common currency) 


has improved the most among the major OECD countries in the past 14 years. 


am. 


And, again according to OECD figures, Canada's standard of living is the 
second highest in the world -- about 5 per cent behind the U.S. and 25 per 
cent ahead of Japan. 


As a nation of savers and homeowners, Canadians are aware that interest rates 
have fallen substantially since the middle of 1984. Notwithstanding recent 
interest rate pressures from the strength of the U.S. dollar, the one-year 
conventional mortgage rate is down 275 basis points since July to 11.00 per 
cent. The prime business rate is also down -- 150 basis points since October 


to 11.50 per cent. 


These facts are an encouraging indication of what can be done. There is, of 


course, a much fuller story of the tasks that remain. 


As we have seen in recent days, we are not immune from international pressures 
caused in large measure by U.S. monetary and fiscal policy. Staggering U.S. 
deficits continue to force upon America a monetary policy that will keep all 
western currencies under pressure. Ours continues to perform far better than 
most. Certainly we will benefit in terms of trade, exports and tourism from the 
differential. There are concerns on the other side of which we must all be 


mindful, and about which the government is by no means complacent. 


In the end, the strength of our dollar and the vitality of our economy will be 


influenced by the process of economic renewal and growth that our government 


has initiated. 


Our November Agenda for Economic Renewal presents the key issues in building 
the stronger foundation and the improved climate for growth that our economy 
requires. It responds to the need for new policies and a new way of making 
those policies, for a fiscally responsible government, and for an economy carried 


forward by renewed growth and vitality in the private sector. 


My colleagues and I are listening to and talking with representatives from the 
private sector, other governments and across the full spectrum of ana a 
society. We see and hear the spirit of co-operation and determination growing. 
And at the First Ministers’ conference two weeks ago, the provinces wholeheartedly 


pledged their co-operation and participation in the economic renewal process. 


Sad 


Active consultations with the provinces, the private sector and representatives 
of all sectors of the economy will continue. Later this month, the National 
Economic Conference will carry the process a step further. As soon as possible 
after the conference, a budget will be tabled. And the process will not end 
there. Further action -- in step with the demands of the growing economy -- 
will be taken in the following months and years -- as we move toward lasting 


economic renewal. 


Economic renewal requires an efficient and flexible capital market. The agenda 
paper clearly identifies the financial sector as an influential link in the renewal 
process. Of course, many changes in the financial industry have already taken 
place in Canada. New technology and increased competition both domestically 
and internationally, the proliferation of innovative financial products and the 
development of varied roles within traditional institutions have highlighted the 


need for regulatory changes. 


The government is keenly interested in proposals and the views about change 

that are brought to us. Progressive reforms instituted in an orderly fashion 

are essential, not only to the effective functioning of financial markets, but to 
the maintenance of confidence and the protection of investors and savers. At 
the same time, we can work for greater compatibility in intergovernmental 


regulations. 


Over the years, tradition and evolution have worked hand in hand to ensure 
the continuing smooth functioning of Canadian financial institutions. The 
industry introduced the possibilities of change gradually through such modest 
features as night deposit slots. Then those seductive little plastic cards were 
issued by financial institutions. Computers opened up the option of daily 
interest accounts. Automatic teller machines provided hands-on evidence that 


financial institutions are on the leading edge of consumer technology. 


The dialogue on financial institutions also focuses on foreign bank operations. 
There's been a lot of talk about foreign ownership of all kinds in Canada. And 
the key issues are the same: the stimulation of healthy competition, economic 
development and -- always -- what is best for all Canadians. There have been 


some important changes in this area in recent years. 


al Silke 


The 1980 Bank Act revisions allowed, for the first time, foreign bank subsidiaries 
to become full members of the Canadian banking community. This policy was 
‘undertaken to reap the benefits of increased competition and innovation that the 
foreign banks would bring with them. At the time, however, there were serious 
concerns that Canadian control of our financial sector should not be eroded. 
Consequently, the foreign bank sector was limited to 8 per cent of the total 


domestic assets of the entire banking system. 


Last year, this domestic asset ceiling was raised from 8 to 16 per cent following 
an extensive examination of the impact of the foreign bank subsidiaries by an 
all-party committee of the House of Commons. In its investigations, the committee 
found substantial evidence that the foreign banks operating in Canada have 
significantly increased competition in the Canadian banking system. The level 

of the new ceiling should provide ample room for the foreign bank sector to 
expand in the years to come, while ensuring that the banking industry remains 
predominantly Canadian controlled. In this regard, I am confident that the 
foreign banks will continue to contribute to the development of an efficient and 


dynamic financial system that responds to the needs of Canadian borrowers and 


savers. 


The next revisions for the Bank Act are scheduled for 1990. And the examination 
of the Act will begin before then. By mid-1986, the Department of Finance is 


going to be gearing up for the 1990 revisions. 


In the meantime the Finance Department is working feverishly to put the final 
touches on the discussion paper on financial institutions. As you know, my 
officials have worked closely with all participants in the financial sector -- 
investors, borrowers and the intermediaries, the institutions -- with the objective 
of ensuring that the regulatory structure promotes efficiency and stability in 

the financial sector. The process, I think, has been useful. We all have a 
great deal at stake in the proper functioning of our financial institutions. And 


the results will soon be presented in a public discussion paper. 


AG x: 


Without scooping or prejudging the conclusions of the financial institutions 
paper, my general belief is that our financial system has served us well, but 
we should all be open to reforms which would make it even stronger and that 


would meet changing needs into the future. 


The principles and purposes that I have brought to the reform process are 
quite clear and precise. The need to reduce conflict of interest and prohibit 
self-dealing; the need to enhance consumer protection and information; the need 
to expand competition and promote flexibility and efficiency; the need to keep 
Canada current with financial marketplace realities world-wide; and the need to 
foster the expansion of the financial community so as to create more sources of 


capital for small and medium size business -- and the consumer. 


The paper will be followed by extensive discussions with the private sector. 
You will be invited to present your views. The financial community has not 
been shy in the past about keeping the government informed of its priorities. 
And I can tell you that it is important that you continue to do so. That's not 


flattery, it's fact. 


Most Canadians have justifiably placed a great deal of faith in our financial 
institutions. Building and keeping the faith is a heavy responsibility for the 
government and for the financial community itself. No amount of regulatory 
restrictions can guarantee the high degree of public confidence that is so 


fundamental to your success. 


In step with the financial institution discussion paper will be the report of the 
private sector committee on our Canada Deposit Insurance Corporation. Deposit 
insurance is very much an area which needs to be reformed as events in recent 


years have overtaken the original mandate of the CDIC. 


Although a Conservative government will provide the framework, the ultimate 
responsibility for maintaining confidence in the traditional smooth and efficient 
functioning of the financial services industry rests in your hands and those of 
your competitors in the financial sector. And I am sure you wouldn't have it 


any other way. 


eo tie 


Clearly, the financial community has moved with the times. But change has not 
always produced unmixed blessings. Consumers have gained in many ways, but 
the public's perceptions about the financial sector are not, as you know, 


‘universally positive. 


We in government will do our best to provide a framework that responds positively 
to forces in the economy and the industry while assisting public confidence in 

the financial sector. I believe that nothing will do more for that confidence 

than a demonstration that Canada's financial institutions are playing an even 


more dynamic role in meeting the capital needs of a revitalized economy. 


Of course, your prospects for continuing success are intricately linked with 
that of the whole economy. Here again, our government's goal is to help 
provide the broad conditions in which the private sector can get on with what 
it does best -- raising and investing capital, putting people and ideas and 


money to work in beneficial ways. 


In the end, the capital marketplace, must be seen not just as a facility for 


other activities, but as a source of new activity, innovation and productivity 


itself. 


Within the context of due diligence, prudence and integrity, we must sustain 
Canada's financial industry as an engine of growth, an instrument of economic 


advancement and personal confidence for our people. 


That is how I saw the industry when I was part of it. That's how, as the 


Minister responsible, I intend to foster its progress. 
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CANADA TO RAISE FUNDS IN THE EUROBOND MARKET 


The Honourable Michael Wilson, Minister of Finance, announced today that the 
Government of Canada has made arrangements to raise funds in the Eurobond 


market. 


The public financing, in the amount of U.S. $500 million, is being offered to 
investors today. It consists of a single maturity with a term of five years. 
The notes bear annual interest coupons of 11 1/2 per cent and have been 


priced at par. The notes are non-callable until maturity on March 22, 1990. 


The offering is being placed through an international syndicate of banks and 
investment dealers headed by Deutsche Bank AG, Credit Suisse First Boston 


Limited, Orion Royal Bank Limited and Wood Gundy Limited. 


In making this announcement, Mr. Wilson noted that part of the proceeds from 
the new financing will be used to replace funds being applied towards the 
redemption of a Swiss franc 500 million note issue (about U.S. $170 million) 
maturing on March 14, 1985. This financing was originally arranged by the 
Government of Canada in 1979. The balance of the proceeds from the new 


financing will be added to Canada's official holdings of international reserves. 
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It is a pleasure for me to be invited to speak at your annual March break -- 
your board meeting in Ottawa. I met and talked with representatives of the 
Canadian co-operative movement in February and I look forward to future 


opportunities to meet with you and your colleagues across the country. 


As some of you may know, I had the distinct honour in September of being 
elected to Parliament and appointed to Prime Minister Mulroney's cabinet. My 
Short time there has already confirmed to me that my decision to change careers 
from the financial community was the right one. I have been active in the 
Progressive Conservative Party for some time and eventually decided to run 


because of my firm belief in a business-like approach to government. 


As you know, the Main Estimates tabled last week by my colleague, the 
President of the Treasury Board, indicated that our government currently is 
saddled with a debt servicing program of $25.5 billion. The depressing fact is 
that paying the interest on the public debt is by far the largest single program 
of the federal government. This is a huge concern for our government. And 


one with which we plan to come to terms. 


In the election campaign, we promised a "feet firmly planted on the ground" 
approach to government. Realistically, we said, it is time for a government 
which can find solutions to difficult problems instead of merely treating the 
symptoms. And we said we had faith in the future. We believe in the ability, 
the determination and the co-operative spirit of Canadians to help examine the 
old ways of doing things, to find better ways and to make them work. It 
seems to me that the co-op movement developed out of the same needs -- to 


address existing problems through new initiatives and to make them work. 


Canadians overwhelmingly supported the need for a change to economic 
revitalization led by the private sector. They voted for change toward a 
prosperous economic future based on realism and faith. And just as the co-op 
movement involves its membership in decision-making, so is the government 


involving Canadians in far reaching discussions to recharge the economy. 


As a member of Brian Mulroney's Conservative government, I believe that the 
way to a stable and prosperous future must be led by a revitalized and growing 
private sector. I don't believe in government handouts. I believe in hard 


work combined with fairness and protection for those most in need. 


The co-operative movement has exemplified these characteristics. You are 
directed by your members and have grown largely without the need of direct 
financial assistance from government. It is your initiative and your 
determination which led to the development and continuing growth and success 
of the co-op system. Credit unions, caisses populaires, co-operative trust and 


co-operative insurance companies have participated significantly in this process. 


The caisses populaires of Quebec, for instance, developed to meet local needs 
not addressed by the existing financial institutions. And they encouraged 
economy and thrift and the provision of productive capital for local enterprises. 
When Alphonse Desjardins opened the first Canadian caisse populaire in Lévis, 
Quebec, he couldn't have foreseen his impact on Canadian social and financial 


development. 


In 1931, the Antigonish movement also developed io meet local needs in Atlantic 
Canada. In the 1930s as weil, the agricultural economy on the Prairies suffered 
enormously and the traditional financial system was not able to meet local needs. 
Within the deeply rooted Western experience of collective action, there was a 

built-in receptiveness to the principles of co-operative credit. Since that time, 


prairie co-ops have grown increasingly influential. 


The Canadian Wheat Board, for example, has been greatly assisted in its export 
responsibilities by ExCan, a co-operative made up of other co-operatives -- the 
Saskatchewan and Alberta Wheat Pools and the Manitoba Pool Elevators -- which 
are large and efficient export agents for the Board. As well, they act as grain 
collection agencies for taking delivery of grain for the Board. And 1984 
amendments to the Canadian Wheat Board Act now allow the Board to borrow 
funds from credit unions, whereas it was previously restricted to chartered 


banks. 


My colleague, the Honourable Charles Mayer, who is responsible for the Wheat 
Board, is also the government's liaison with the co-operative community. The 
designation of a cabinet minister in this role acknowledges the vital and 


meaningful place of co-ops in our society. 
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Co-ops began as a means for individuals to help themselves and they continue 
to thrive on that same strong principle all across Canada. The government 

| believes that a determined self-help approach throughout our economy will lead 
the way to a prosperous and stable future. 


In several ways your community has served to illustrate that "where there's a 
will there's a way". For example, to you co-operation among co-operatives may 
simply be the adherence to one of the six co-op principles. But it also 


demonstrates regional and sectoral understanding on a national scale. 


The innovative use of technology is another important lesson brought to us by 
co-operatives. Your use of electronic data processing equipment has blazed 
new trails across the financial landscape. In the financial community, credit 
unions introduced daily interest savings accounts and consolidated monthly 


statements. You were also pioneers in the use of automatic teller machines. 


The coming of new technology is not always met with universal enthusiasm. 
There are those who see it as a force that will displace workers. That concept 
cannot be denied. But, neither can technology be denied. It is here and here 
to stay. And the co-op community has managed to introduce and expand its 
use without losing your human touch -- and even without intimidating the 


consumer! 


The government is prepared to work with business and labour to help those 
who may be displaced by advancing technology and to ensure that the benefits 
of progress are shared by everyone right across the country. Working towards 
a better future for all Canadians is a key theme of the National Economic 
Conference later this month. I am very pleased that the knowledge and 
experience of the co-operative sector was represented on the advisory committee 


for this conference by Raymond Blais of the Mouvement Desjardins. 


My colleagues and I are listening to and talking with representatives from the 
private sector, other governments and across the full spectrum of Canadian 


society. We see and hear the spirit of co-operation and determination growing. 


Always, our message is the same: 
And the federal government is determined to provide an 


economic prosperity in Canada depends on 


the private sector. 
environment conducive to private sector growth and development. 
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There is another element to your success that should be remembered as we urge 
the private sector on to new growth and investment. You have drawn strength 
from the fact that where it is most appropriate, you have small semi-autonomous 
"units" and where it is necessary, you can unite for planning and collective 


action. 


Perhaps, though, the most significant features of the co-operative movement are 
not directly related to finances. Your democratic principles -- one member, one 
vote -- and your dedication to education have enhanced the financial 

knowledge, skills and understanding of more people than many other institutions 


in our society. 


It is very tempting to spend all of my brief time with you just listing the ways 
in which the co-operative movement has developed -- and the terrific 
innovations that have taken place as the co-operative credit movement has 
matured. Likewise, I could talk about the significant role the co-operative 


financial sector has played in the development of each region of the country. 


Tonight, however, I would like to talk to you briefly about my major area of 
policy responsibility and one that I know you have an interest in -- the 


financial system in Canada. 


Over the years, tradition and evolution have worked hand in hand to ensure 
the smooth functioning of Canadian financial institutions. I've worked in the 
system and now my primary cabinet responsibility is for the financial sector. 
My role is to address the institutions' concerns and those of its customers and 


to make the system better. 


Officials in the Department of Finance have been working closely with all 
participants in the financial sector -- the depositors, the borrowers and, of 
course, the institutions -- to explore ways of improving the efficiency, where 
possible, of this sector. Our objective in this work is to ensure that the 


regulatory structure promotes efficiency and stability in the financial sector. 


In a few weeks I hope to be tabling a discussion paper on financial insitutions. 
Without scooping the paper, let me say that it is my general belief that the 
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present Canadian financial system is a good one, but that we should all welcome 
some government reforms where required to make it stronger. And one of the 


ways to do that is to encourage competition in the interests of consumers. 


The principles and purposes that I have brought to the reform process are 
quite clear and precise. The need to reduce conflict of interest and prohibit 
self-dealing; the need to enhance consumer protection and information; the need 
to expand competition and promote flexibility and efficiency; the need to keep 
Canada current with financial marketplace realities worldwide; the need to foster 
the expansion of the financial community thereby creating more sources of 
capital for small and medium-sized business -- and for the consumer. These 


are the issues I am addressing. 


I know the co-op credit movement has fostered competition and brought new 
financial services into the marketplace. Consumers have benefitted directly and 


indirectly through your impact on other financial institutions. 


My paper on financial institutions will be followed by extensive discussions with 
the private sector. Your response to the paper will be most carefully 


considered and I look forward to your comments. 


Although our review of the financial sector is taking a comprehensive view, we 


have to remember that your member organizations are regulated more direcily 


by provincial legislation. 


Nevertheless, the federal government has enhanced your role in our financial 
community. For example, in 1980 the Canadian Payments Association was 
developed to permit non-bank financial institutions to join banks as members of 
the clearing system. Amendments to the Financial Administration Act in 1982 
permitted the government to place deposits with all members of the Canadian 
Payments Association. And in 1983 a formula was established whereby each 


sector can receive government deposits close to their relative volumes of 


Canadian deposits. 


One of the key goals is to work more closely with provincial governments to 


further "harmonize" our efforts in the financial sector. 
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The forthcoming paper will be a further important step in an ongoing process of 
review and change. The decennial review of the Bank Act is another step. 
This act provides the banking sector with a stable framework -- a sense of 
stability. The federal government would like to put all of its financial 
institution legislation on the same cycle. Doing so would provide greater 


harmony in the financial system -- for institutions and consumers alike. 


I've heard it said there is no fertile ground left in the system on which any 
branch of the financial community can live. Increased competition from domestic 
and foreign banks has meant that the interest rate spread that once worked to 
the advantage of credit unions has disappeared. And the question is put: 

What are the new frontiers for credit unions, caisses populaires and other 


co-ops? 


Groucho Marx could have been referring to today's situation when he said: "It 
isn't so much that hard times are coming; the change observed is mostly soft 
times going." Clearly, the financial community has moved with the times. But 


change has not always produced unmixed blessings. Consumers have gained in 


many ways, but the public's perceptions about the institutions -- even the 
credit unions and caisses populaires -- are not, as you Know, universally 
positive. 


We in government will do our best to provide a framework that responds 
positively to forces in the economy and the industry while assisting public 
confidence in the financial sector. But I believe that nothing will do more for 
that confidence than a demonstration by the institutions that they are playing 


an even more dynamic role in meeting the needs of the country and individuals. 


All financial institutions have gone through bad times. You didn't all travel in 
the same ship, but you're in the same boat now. The member-oriented 
principles and practices of the financial co-ops may have squeezed some of the 


wind out of your sails. But, you adapted, you changed and you improved. 


In the best-selling book, "In Search of Excellence", one of the qualities of 
excellent companies analysed is a people-oriented approach to management. The 
authors suggest that the human approach in business is the way of the future. 
They advocate a "do it, try it, fix it" approach, an approach that cares for 
customers and encourages productivity through motivating individuals. 
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Co-ops exemplify private enterprise motivation with a significant twist -- 
democratic control by members with surplus earnings shared in proportion to 
members' use of services. Overall, dedication to customers -- member owners 


' -- is your Key to success. 


Clearly, your destination for the future is the same as it was in the past. 
Co-op credit institutions can continue to provide -- in fact to develop -- 
services uniquely designed to meet the needs of members, and before other 


institutions. That has been your strength. 


Now that you have been recognized as leaders and innovators, you are 
observed even more intently by the more traditional financial institutions. Your 
activities are monitored more closely. And successful innovations are copied 


more quickly. That's a new reality for you -- and for all of the players. 


Competition within the financial community is not likely to decrease. The 
innovative, adaptable, self-reliant attitudes and approaches you have 
demonstrated in the past will have to be expanded. And, the intense 
competition will no doubt require that all institutions learn better techniques 


to market their skills, services and products. 


Credit unions and caisses populaires have come a long way. The principles and 
practices that make you unique will ensure that you continue to play a leading 


role in the financial community. I encourage your innovative spirit. I applaud 


your leadership. 


I look forward to your continuing contribution not only to the financial sector 
but to the national job of renewing the Canadian economy. We can build a 
better future for all Canadians if we combine our best efforts as a nation as 


effectively as you have in the co-operative movement. 
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INTRODUCTION 


I am pleased to join in welcoming to this National Economic Conference both 


the delegates and all those watching and listening here and across Canada. 


I want to express my appreciation for the effort you have made to be part 
of this important meeting. I particularly want to thank Stanley Hartt for 
his tireless work as conference co-ordinator and the members of the 

conference private sector advisory committee for their vital contribution in 


planning and preparing this meeting. 


The Prime Minister said it well last night and I] endorse his message: The 
opportunity is here to make a large and lasting contribution to the renewal 


of the Canadian economy and to the national reconciliation that is essential 


to that endeavour. 


Let us be clear about the nature of this meeting. This is a conference on 


the economy, but it is not a conference of economists. 


Although the government hopes to learn a great deal from this meeting, it 


is not a government conference. This is a Canadian conference, a 


conference of Canadians and for Canadians. 


The many voices of Canada are here today -- and we will be listening to all 


of them. 


This meeting can be seen as a vital component in the most extensive and 
intensive round of consultation and public debate ever undertaken by a 


national government -- a process that we plan to continue and which we 


believe is a prerequisite to reform. It is also a vital part of my own 


pre-budget policy development exercise -- an exercise that is still open to 


Pa yee 


the advice and ideas generated by this conference. But most importantly 
this conference signifies to me the beginning of a new era of national 
reconciliation -- the start of a co-operative effort that will allow us to make 


economic, social and cultural progress. 


Let me quickly state that when I say co-operative effort I don't mean 


unanimity of opinion. 


A wide range of opinion is not only inevitable, it is a healthy sign of the 


diversity which is one of the great strengths of our society and our 


economy. 


And we are not here to create the illusion of unanimity by avoiding the 


difficult issues or muffling honest disagreement. 


Instead, I hope we are here to face reality -- the reality of unemployment; 
the reality of our financial situation; the reality of our living in an 


interdependent, competitive and fast-changing world. 


The challenge facing all of us here today is to discuss, openly and 
realistically, how we can work together to achieve what I know is our 


common goal: the goal of job creation and wealth creation. 


I use the term job and wealth creation advisedly. I don't think we are 
here to talk about jobs for their own sake, if that means returning to a 


society of manual labour and low living standards. 


Neither are we here to talk about growth for growth's sake alone -- 


shortsighted growth which might damage the quality of Canadian life. 


Instead, we are here to discuss growth for the sake of jobs -- how we can 
foster the economic activity that will provide satisfying and useful work and 


create the national wealth to finance social and cultural progress. 


But, if we are going to make such progress, we must first recognize where 


we stand and the very real obstacles that stand in our way. 


aes 
ECONOMIC AND FISCAL PERFORMANCE 
oe NY FISCAL FERFORMANCE 
Let me provide a brief update on our economic performance this past year. 


As you may recall, my November forecast looked for growth of 4.2 per cent 
during 1984, 


We know now that the year came in somewhat better than expected at 4.7 


per cent real growth. 


This improvement was largely due to an export performance that continued 
stronger than expected, in large part due to increased exports to the 


booming U.S. market. 


We made real improvements on the inflation front last year because of 
modest wage settlements and our best productivity performance since the 
early 1970s. The annual rate of increase in the Consumer Price Index was 
4.4 per cent -- better than U.S. performance. And we achieved this 


despite a 5.5 per cent increase in import prices. 


I expect the rate of increase of the CPI to be about 4 per cent in 1985, 
although there will be the inevitable month to month fluctuations. But this 
continuing control of inflation can be achieved only if price, wage and 


salary increases remain moderate and we continue to work toward improved 


productivity and international competitiveness. 


Employment performance last year was somewhat stronger than anticipated 
because of a better-than-expected fourth quarter -- and that's a good sign. 


In terms of federal government finances for the 1984-85 fiscal year, we 


expect our spending control measures will result in expenditures being 


slightly lower than forecast in November. 


Unfortunately, income tax collections have also been lower than expected over 


the last four months. As a result, I anticipate the 1984-85 deficit will be 


slightly higher than the $34.5 billion | forecast in November. 
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Put those statistics deal primarily with the past. We are here to deal with 


our future. 


Last November I noted a number of risks affecting the outlook for economic 
and fiscal performance in the period 1986-90. I wish I could tell you that 
those risks have dissipated, but that is simply not the case. If anything, 
the risk of higher than projected interest rates in the United States is now 
greater than it was in November. We will have to continue living with an 


external economic environment that is uncertain at best. 


What this tells us is that we will have to work even harder and smarter to 


achieve our fuli growth potential. 


During these past months I have had the opportunity to consult with many 
Canadians. My clear sense of these meetings is that Canadians know we 


ean do better. 


But they also know there is no quick fix to our economic problems; no 
shortcut to job and wealth creation. They know that if government 
spending and borrowing were the way to achieve prosperity, we would have 


gotten there long ago. 


Ten years of stimulation and deficits have not solved our problems. They 
have stimulated only a mountain of government debt -- a mountain of debt 
which is now growing twice as fast as the economy. Even worse, not only 
did 10 years of attempting to solve our problems this way fail to produce 

the desired growth and jobs, but now, as a result, we have less and less 


flexibility to deal with pressing public priorities. 
Let me put it in simple terms. 


Ten years ago it took one of every eight tax dollars to cover the interest on 
the debt. 


Today one out of every three tax dollars goes to pay interest on our 


current debt. 
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Nearly 80 cents out of every dollar of personal income tax that you and I 

pay is now required to pay the interest on that debt. That amounts to all 
the personal income tax collected from Canadians with incomes of less than 
$40,000 a year. 


The momentum of deficits and the accumulating debt is such that growth 

alone will not solve the problem. Last year, we achieved 4.7 per cent real 
growth and the debt still grew by $34 billion or 22 per cent. The United 
States, with a similar problem, achieved almost seven per cent growth and 


their debt still grew by $195 billion or 14 per cent. 


STRATEGY FOR ECONOMIC RENEWAL 


I have outlined the magnitude of the problems. So what can we do about 


them? 


Last November in the government's Agenda for Economic Renewal we charted 


a comprehensive course of action on three major fronts: 
First, to limit and ultimately reverse the massive build-up in public debt. 


Second, to redefine the role of government to provide a better framework 


for growth and job creation and less of an obstacle to change and 


innovation. 


Third, to foster higher investment, greater innovation, increased 


international competitiveness and a positive climate for the birth and growth 


of new enterprise. 
Let me discuss each in turn. 
First, we must put our fiscal house in order. 


As I have just explained, high deficits and mounting debt represent a major 


threat to economic growth and renewal. 


That is not an ideological statement. 


It simply recognizes the fact that we have a very serious problem of 


compounding interest on our debt. 


Deficit control is not an end in itself. It is the means to achieve our goal 


of sustainable job and wealth creation. 


That is why the government said in November that putting our fiscal house 


in order must be the first element of economic renewal. 
That is why we moved rapidly to control government expenditures. 


That is why we have ended the revenue hemorrhages occurring through the 
scientific research tax credit and through certain uses of limited 


partnerships. 


That is why Deputy Prime Minister Nielsen is chairing a task force which is 


combing government for potential savings. 


And that is why we must and will continue the thrust of deficit control in 
the upcoming budget. To do it, I need your help. The key questions that 
I hope you will address at this conference are how, how much and how 
fast. 


I believe our priority in deficit control should be expenditure reduction, 
including improved efficiency of program delivery. More efficiency in 
government management is essential, but it cannot by itself solve the deficit 
problem. We will have to examine existing programs and we will also have 

to look closely. at tax expenditures. But our total expenditures are so large 
relative to our revenue base, we have to face the possibility that even after we 
have done everything possible to reduce expenditures we may still have a 
problem with deficits and accumulating debt. I would welcome the views of 


conference participants on this vital issue. 
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While deficit control is necessary to get the economic pie growing again, it 
is not sufficient. That's why we said in November that two other elements 
are equally important if we are to achieve our goal of job and wealth 


creation. 


Element number two is to redefine the role of government so it becomes less 


of an obstacle to growth. 


An intricate web of regulations, subsidies and other forms of intervention 
has been built up over the years. I can only assume that all of them had 
some rationale when first introduced. But their overall impact has been to 
make the economy less flexible, less resilient, less able to adjust to change 
in a rapidly changing world. What was seen as a windbreaker has become, 
in many cases, a straitjacket. Taken together these government 
interventions have created a major obstacle to growth -- more diffuse, less 


easy to measure, but every bit as real as our financial problems. 


Step by step, we are attempting to remove these impediments so we can 


provide a policy framework which encourages job and wealth creation. 


People have asked me why we have not acted more quickly and made more 
decisions sooner. My answer is simple. We did act quickly in a number of 
areas. But, in other areas, we have not done so because it is essential to 
develop better understanding of the available options; and better 


co-operation in ensuring that our ultimate decisions work to their best 


effect. 
Our agenda is clear. We are determined to act: 


- to promote healthy competition through a modern Competition Act; 
- to relieve the paperwork burden on small business; 

- to streamline the regulation of transportation, communications and . 
financial services; 

- to update our patent and copyright laws; 


~ to simplify our tax law; 
- to rationalize our system of industrial grants and subsidies; 


- to remove obstacles to investment; 
- to free up our oil and gas sectors from their tax and regulatory burden; 
and 


- to reform many other areas of public policy. 


In tackling these issues, and others, we are determined to make haste 


slowly so we get it right the first time. 


And we must do more than redefining the role of government and removing 
obstacles to growth. We must also act to create a positive environment for 
investment, innovation and increased international competitiveness. This is 


the third element of our strategy for economic renewal. 
Let me discuss where we are focussing our efforts. First, investment. 


If we are to foster sustained economic growth, it is essential that we 


encourage job-creating investment in new plant and equipment. 


A major task is to strengthen support for small business -- the source of 
all net new job creation in Canada in recent years. Small business people 
need better access to equity capital. Most of all, they need assurances 
that the rewards of success will not be taken away by a capricious 
government that moves the goalposts at will. Ideas for change in this area 
have been set out in a consultation paper released early this year. We 


intend to follow through and I'd like to hear your views. 


We must review our tax and grant system to ensure that it encourages not 
just more investment but more efficient investment. We believe there is a 
need to move away from the current welter of special preferences to a 
system of more general incentives. At the same time, we must recognize 


the need for carefully targetted incentives to assist in regional development. 


The energy sector has a major role to play in economic renewal and its 
growth will be enhanced by a return to market-based pricing, by more 
realistic and reliable fiscal incentives and by easing the burden of 
regulation. 
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We believe a strong and growing energy sector is vital to our national 
economy -- not just because of our national need for oil security, and not 
just because the energy sector makes up 30 per cent of total business 
investment but also because it is a major customer for business -- both 


large and small -- right across this country. 
Second, trade. 


Secured access to foreign markets is another vital component in any 


realistic strategy for economic renewal. 
I say that for a number of reasons. 


The most obvious one is that millions of Canadians work today to serve 
foreign customers in industries ranging from forestry to automobiles. And 
those jobs in turn create work for Canadians servicing the needs of our 


exporters. 


Simply put, trade means jobs, and lost access to foreign markets means lost 


jobs. 
But there are other factors to consider. 


Secured market access is essential to our international competitiveness. It 
is fundamental to the development of competitive economies of scale and 
specialization -~ the kind of industrial adjustment that will allow us not only 


to increase exports but also to compete better against imports here at home. 


Access to foreign markets -- or our lack of it -- is a major consideration in 


plant location decisions. 


It is) a erties! factor in attracting new, job-creating foreign investment and 


i i ic fi ian base. 
in ensuring that our domestic firms can grow from their Canadia 
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That is why we say that Canadians trade not just for prosperity -- we 
trade for survival. That is why the trade declaration signed this week by 
the Prime Minister and President Reagan is so important for future growth 
and jobs. And that is why we will be listening to your views with great 


interest on this important issue. 
A third focus is technology. 


Much has been made of the Information Revolution, the Post-Industrial 
Society, the Third Wave. The underlying theme of all these attempts to 
describe and understand what is happening is the quickening pace of 


change and the impact of new technology on the way we will live and work. 


Technological change can be a frightening thing to some people. This is 


understandable. 


I realize that many see the new technologies only as a threat to existing 


jobs. And, yes, certain jobs will be eliminated. 


But while technological change is a powerful wave, it is not a tidal wave 
washing away everything in its course. It is a force that can be managed 


and harnessed to provide a better life for us all. 


New technology represents an opportunity -- an opportunity to produce new 
goods and services and create new jobs. More importantly, it gives us the 
opportunity to save many more jobs in existing industries through increased 


productivity. 


New technology should be seen as a tool, a powerful tool to help make us 
more competitive in the world marketplace. 


Look at the automobile industry. Without the use of the most modern 
technology, could the industry hope to survive when its international 
competitors are using it? Look at the use of laser cutters in the textile 
industry. If industries in the rest of the world are using the latest 


technology, how can our industries hope to compete without it? The simple 
answer is that they can't. 
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What we are saying is this: Producing high technology is important. But 
more important is using technology in our mature industries -- in textiles 


and clothing, mining and forestry, automobiles and steel production. 


And that is why we are emphasizing not only research and development but 
the adoption, application and diffusion of the best technology available. We 
believe this is vitally important if we are to remain competitive so we can 


maintain and increase our standard of living. 


So far I have talked of technology as a tool. It is also a force for job 

equity. As we enter the information age, old attitudes and obstacles to 
true economic equality for women will wither away. I firmly believe that 
technological change, combined with other initiatives, will hasten the day 


when Canadian women enjoy true economic equality. 


Some of those initiatives involve the important question of training and 


retraining. 


If we are going to use technology to our advantage, we must train and 
retrain Canadians -- men and women, the young and the not-so-young -- to 
use these new tools. And we must also accept the reality that technological 
change will require adaptation on the part of some Canadian workers. That 
is an unavoidable reality if we are not to put even more jobs at risk. 


Workers themselves have an extremely important role to play in managing 


that adaptation. 


We must ensure that our programs not only provide income support for 

those who temporarily need it but also facilitate training and mobility for 
Opportunities to acquire new skills and 

And I look forward to 


those whose prospects are bleak. 
incentives to take the risks of mobility must be created. 


hearing your ideas. 
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CONCLUSION 


So far, I have talked almost exclusively about the government's role in the 
economy. We do not have a "hands-on" industrial strategy. We do have a 
clearly defined plan for economic development and renewal. The 


government's plan is clear and on the table for all to see. 


It is based on our belief that government must provide a stable framework 


for private decision-makers. 


Let me now emphasize some of the challenges that Canadian individuals and 


firms must face if we are to make this plan work. 


I think, for example, of the need to renew the training system for work in 
the private sector ~- a task that clearly must involve a high order of 
private sector involvement. I think of the need for improved management 
skills -- of working smarter. And I think of the need for renewal of the 
industrial relations system -- of working together; of recognizing that to 


compete abroad we must co-operate at home. 


Many of you will recall a survey by the European Management Forum which 
noted the low esteem in which Canadian management competence and 
labour-management relations are held in the industrial world. Yet, we have 
in Canada industries and products that have demonstrated world-class 
quality and reliability and have maintained their strength in ever-tougher 
world markets. I believe we can achieve this kind of excellence on a much 


wider scale. 


Higher productivity is essential. I am encouraged by the promising start of 
co-operative work on labour market and productivity issues that is now 

being carried out by the Canadian Labour Market and Productivity Centre. 

I am encouraged by the growing understanding that just as government 

must work to provide the framework for growth, so must business and labour. 
The same applies to our schools, colleges and training institutions; to our 
research centres; to every part of our economy and to everyone who can make 
a contribution to economic renewal. 


- 13 - 


We are consulting on these issues not only to find out what you think we in 
the government should do but to stimulate ideas about what you in the 
private sector can and must do to improve economic performance. The 
solutions must come from all parts of society; from management and labour, 
from big business and small, from our universities and voluntary 


organizations. All of us share equally in the challenge. 


This morning you have heard from me and you will be hearing a great deal 
from others on issues such as efficiency, productivity, becoming more 
competitive, improving performance, building the strength to fight for a 
better share of world markets and to continue taking on the best from 


around the world. 


I recognize some may feel that there is a less than fully human aspect to 
these issues, a certain "survival of the fittest" quality that may seem 
harsh, cold and alien to many of the values that we Canadians have worked 


to build into the social system of this country. 


So that there be no misunderstanding, let me say as plainly as possible why 
I believe it is so important to renew the economy, to be competitive in the 
world, to generate expansion, to attract new investment from here and 
abroad. It is important not only to create the jobs that are the prime 
means for Canadians to share in the benefits of Canadian society; it is 
important to create the wealth that we share among all Canadians through a 
wide range of public services, including a social security system that is 


founded on helping those who need help and caring for those who cannot 


care for themselves. 


Canadians must face the hard and changing reality of what it will take to 
make the country's economy successful. But let us not confuse this with 
any change in the fundamental principles that guide us in ensuring a decent 


quality of life, a fair share of the benefits of that success. 
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Fairness, tolerance and compassion must be as much a part of our agenda 
for economic renewal as are efficiency, productivity and performance. The 
economy does not exist for itself. It exists for people. It consists of 
people. And it will work for all the people of Canada if we work not only 


for ourselves but for each other. 


Fairness and decency dictate that we fully recognize the contributions to 
the economy that can be made by the traditionally disadvantaged -- women, 
natives, the disabled, the visible minorities -- and the importance of 


equality programs to provide greater opportunity for their contributions. 


Making the economy work for all Canadians is the goal of this conference. 
And it will be the goal of the forthcoming budget to which this meeting can 


make an important contribution. 


I am announcing today that the budget will be presented during the week of 
May 20. This will provide time to take full account of the useful suggestions 


from this meeting. 


For the larger part of its existence, this nation has lived off its natural 
resources. That worked quite well for a long time, but times changed. In 
recent years, however, we have tried to live off our credit. That has not 
worked at all. Now, it is time for Canadians to live off our wits, our 


initiative, our energy and our capacity to pull together. 

My discussions with people in all parts of Canada tell me that confidence is 
being restored and that we have what it takes to succeed. But there is 
also a growing awareness that just having what it takes is not enough. We 
have to do it. We have to stop talking about our great potential and get 
on with the task of realizing it. 

That is what this conference is about. 


I wish you well in your deliberations. 


I look forward to your comments and ideas. 
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ECONOMIC RENEWAL IS THE KEY; 
ECONOMIC CONFERENCE 


CE MINISTER WILSON TELLS NATIONAL 


Economic renewal is the key to the creation of the jobs and wealth that will 
enable Canadians to maintain and improve their standard of living in a tough, 
competitive world, Finance Minister Michael Wilson told the National Economic 


Conference today. 


To achieve our economic potential as individuals and as a country, Canadians 
must work harder, work smarter and work together, the Minister told the 


opening session of the conference. 


"The opportunity is here to make a large and lasting contribution to the 
renewal of the Canadian economy and the national reconciliation that is essential 


to that endeavour," he said of the conference of Canadians from every region 


and every sector of the economy. 


The Minister told delegates that the conference is playing a vital role in 
consultations leading up to the budget which he announced will be presented 
during the week of May 20. That date will allow time for the work of the 
conference to be fully considered in the development of the budget, he said, 


asking delegates for ideas on the full range of fiscal and economic issues facing 


the government and the country. 


The Minister reaffirmed the need for action on the three major challenges set 


out in the Agenda for Economic Renewal in November: 
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- to put the government's fiscal house in order; 


-~ to remove obstacles to growth and redefine the role of government to provide 


a better framework for growth and job creation; 


- to foster higher investment, greater innovation, increased international 


competitiveness and a positive climate for the birth and growth of new 


enterprise. 


Mr. Wilson said high deficits and mounting debt are "a major threat to economic 


growth and renewal" and added: 


"This is not an ideological statement. It simply recognizes the fact that we 
have a very serious problem of compounding interest on our debt ... We must 


and will continue the thrust of deficit control in the upcoming budget." 


The Minister also underlined the government's determination to take actions 
which deal with the "intricate web of regulations, subsidies and other forms of 
intervention that have built up over the years" and which now make the economy 
"less flexible, less resilient, less able to adjust to change in a rapidly changing 


world." 


"Step by step, we are attempting to remove these impediments so we can provide 
a policy framework which encourages job and wealth creation," the Minister told 


the conference. 


And he urged the delegates to face the need for action on a wide front to 
ensure "a positive environment for investment, innovation and increased 


international competitiveness." 


Both government and the private sector have key roles to play in meeting the 
critical challenges of encouraging the growth of the small business sector, 
developing the potential of the energy industry, improving Canada's trade 
performance, making full use of technology and ensuring that Canadians are 


trained to take advantage of new work opportunities, the Minister said. 
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Besides renewing the training system for work in the private sector, the 
Minister said, it is vital that the industrial relations system be renewed to 
recognize that being competitive abroad means being co-operative at home. And 
he noted the need for improved management skills in a fast-changing economic 


world. 


The minister acknowledged that some people may feel that emphasis on efficiency, 
productivity, competitiveness and improved performance implies a new attitude 
that represents a change from "many of the values that we Canadians have 


tried to build into the social system of this country." 


On the contrary, he said, economic renewal and all that it involves will enable 
Canadians to share broadly in the benefits of growth through new employment 


opportunities and a strong social benefits system. 


"Canadians must face the hard and changing reality of what it will take to make 
the country's economy successful. But let us not confuse this with any change 
in the fundamental principles that guide us in ensuring a decent quality of life, 


a fair share of the benefits of that success." 


"The economy does not exist for itself. It exists for people ... and it will 


work for all the people of Canada if we work not only for ourselves but for 


each other." 


He added that his discussions with people in all parts of Canada during several 
months of consultations have strengthened his optimism about the economic 
future and his belief that "we have what it takes to succeed. But there is also 
a growing awareness that ... we have to stop talking about our potential and 


get on with the task of realizing it." 
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DISCUSSION PAPER ON FINANCIAL INSTLE NS PUBLISHED 

The Honourable Barbara McDougall, Minister of State for Finance, today 


published a discussion paper with proposals for broad changes in the rules for 
federally-regulated financial institutions. 


"These proposals are designed to promote competition among financial institutions, 
benefit consumers, and ensure the protection of individual depositors and the 
soundness of the financial system," the Minister said. 


Mrs. McDougall noted that, while the laws governing chartered banks are 
reviewed regularly, with the last revision in 1980, there has not been a general 
revision of legislation governing non-bank financial institutions in many 
decades. The proposals are designed to bring this legislation up to date. 


Among the main changes proposed for discussion are: 


S Allowing the combination of non-bank financial institutions and a new class 
of bank under the umbrella of a financial holding company, giving these 
institutions greater flexibility in packaging financial services to meet the 
needs of businesses and individuals. This would include creation of a new 
class of banks -- Schedule C banks -- which could be owned by a 


financial holding company. 


7 Adoption of new, tougher rules to ensure consumer protection and the 
soundness of financial institutions. The government favours a clear-cut, 
uncompromising ban on self-dealing that would prohibit most business 
dealings between a financial institution and its controlling interests. 


- New steps to enhance the powers of government supervisors. 


7 Creation of a new public body to investigate complaints and represent 
consumer interests where conflict-of-interest situations lead to abuse. 


"Despite the rapid changes in recent years, Canada's financial institutions have 
served the market well," Mrs. McDougall said. "They have earned the 


confidence of Canadians." 


The Discussion Process 


The Minister said the new paper is intended to stimulate a wide-ranging public 
discussion. "The government intends to work with the provinces, the public 
and the financial community to ensure that the legislation responds to the rapid 


changes taking place in the financial system." 
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The Minister indicated that the government is prepared to consider alternatives 
to the specific proposals in the discussion paper, but is committed to the 
underlying principles it seeks to achieve. 


Mrs. McDougall added that public comments on these proposals, and on a 
further technical paper to be issued in the near future, should be submitted to 
her by the end of July. The government intends to ask a Parliamentary 
committee to study and report on the paper, and will introduce legislation as 
soon as possible thereafter. 


New Financial Groups 


As one way of achieving more flexible institutional structures and increased 
competition in the financial area, the government proposes allowing the 
combination of non-bank institutions and a new class of banks under the 
umbrella of a financial holding company. 


This proposal responds to requests by trust companies and other non-bank 
financial institutions for wider powers to make commercial loans. Rather than 
broadening the present legislated powers of these institutions, the government 
favours an alternative approach: allowing financial holding companies to own a 
bank. This "Schedule C" bank would have the same powers and be subject to 
the same reserve requirements and other restrictions as banks under 
Schedules A and B of the Bank Act. 


The financial holding company and the affiliated institutions within the group 
would have to remain distinct corporate entities, with their own boards of 
directors and financial statements. This would be important in the supervision 
of their capital adequacy and liquidity and in the operation of deposit 
insurance. Shifting of assets and liabilities among affiliated institutions would 
not be permitted. 


A financial holding company, through its group of financial institutions, would 
be able to offer a wide range of financial services. The institutions within a 
group would continue to be subject to the legislation and regulations applying 
to each type of institution. For example, a trust company in such a group 
would have no wider powers than any other trust company. 


Investment dealers have traditionally been regulated by the provinces, and some 
provinces are considering the possibility of allowing greater participation by 
financial institutions in the ownership of these dealers. The federal government 
proposes allowing federally-regulated holding companies to participate to the 
extent permitted by the province involved. 


The new system would facilitate "one stop shopping". It would not be a barrier 
to institutions within a group having common distribution and marketing systems. 
However, there would be a ban on tied-selling -- for example, where a loan is 

made contingent on the borrower taking out insurance with a specified company. 


The government will discuss arrangements whereby Canadian mutual insurance 
companies and co-operative credit associations could take advantage of the 


financial holding company approach, since their present corporate structures do 
not fit this approach. 
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Self-dealing 


The existing rules against non-arm's-length lending in trust, mortgage loan and 
insurance legislation do not cover all types of situations or transactions. The 


government proposes to broaden this ban and apply it rigorously to all types of 
financial institutions. 


The paper notes: "...failures of some financial institutions have underlined the 
dangers to which institutions can be exposed where self-dealing, or 
non-arm's-length transactions, are permitted." 


With limited exceptions, a financial institution would be prohibited from 
engaging in transactions with any person or group of associated persons that 
is able to control or influence that institution. The same prohibition would 
apply to transactions with the "significant business interests" of those able to 
control or influence the institution. 


Conflict of Interest 


The paper notes that in some situations of conflict of interest, market forces 
provide a deterrent to abuse where a reputable financial institution is in a 
position where it has to choose between its own interests and those of its 
clients. 


However, this would not meet all cases, and the government proposes establishing 
a Financial Conflicts of Interest Office to give smaller investors and depositors 

a means of pressing their case against an institution which they feel has 

wrongly treated them. The office would be empowered to investigate 

complaints, make representations on behalf of complainants, and launch civil 

court suits to recover losses. 


Within a trust company, a clear separation would be maintained between the 
fiduciary investment decisions made on behalf of trusts, and the company's 

other operations. This could be done by setting up a "Chinese Wall", preventing 
the passage of confidential information between different divisions of a financial 


institution. 
Ownership Rules 


The government does not propose placing maximum limits on share ownership in 
non-bank financial institutions along the lines of the existing 10-per-cent limit 
on individual shareholdings in a chartered bank. It concludes that to apply 
such a rule to non-bank financial institutions would involve a retroactive 
restructuring of their ownership which would be disruptive and 
counter-productive. 


The ownership limit in the case of banks has helped minimize possibilities of 
self-dealing, but it is not the only method of achieving that objective. "Strict 
controls on self-dealing can accomplish the same thing", the paper says. 


Ministerial approval would be required for transfers of significant blocks of 
shares of financial institutions. 


The present rules limiting foreign ownership in financial institutions would be 


unchanged. ean 


Other Proposals 


The paper outlines a number of possible ways of enhancing the powers of 
government supervisors to enable them to discharge their duties properly, 
including broader right of access to records and accounts and the authority to 
prohibit changes in control of supervised institutions. 


The paper makes no suggestions for change in the existing system of deposit 
insurance, pending the report of a private sector advisory group named recently 
to review operations of the Canada Deposit Insurance Corporation. 


The government is willing to consider changes in the rules relating to the types 
of investments that can be made by insurance, trust and mortgage loan 
companies and pension funds. The government would discuss further 
suggestions to shift the nature of the rules from the current mainly 
"qualitative" approach, based on earnings and dividend tests for individual 
investments in company securities, to a "quantitative" or "portfolio" approach 
based on limiting the proportions of a portfolio invested in each type of 
security. 


The proposals in the paper would not generally apply to Schedule A and B 
banks. Extensive changes were made to the Bank Act in 1980 and there will be 
a full decennial review in 1990. However, the paper emphasized the government's 
concern that its proposals should not place smaller, regional banks at a 
disadvantage and it will discuss wavs of ensuring that such banks can maintain 

a competitive position pending the next Bank Act revision. 


Following the pattern of the decennial review of the Bank Act, a cycle would be 
introduced for regular future review of legislation governing all financial 
institutions, with the various acts reviewed at the same time every 10 years 
under the impetus of a "sunset" clause in each act. 


For further information: 


Allan Popoff, 

Director, Financial Institutions and 
Markets Division 

(613) 992-4661 
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I am honoured with your invitation to be here today. And I would like to take 
the opportunity it affords me to make my first official statement on the discussion 


paper on financial sector regulation released this morning in our nation's capital. 


It is appropriate that, as Minister of State for Finance, I make my first statement 
here in Montreal. The financial industry in Canada began here as early as 1792 
according to some opinions. The financial institutions based in this city have 


played a critical role in the expansion of our great country. 


Most of the major types of financial institutions were established before 
Confederation -- before 1867. In fact, the Bank of Montreal opened its doors 
in 1817 and received its charter a few years later. The belief in Canada that 
made the first banks successful is again evident in the new optimism growing in 
this city and in this province. Such optimism bodes well for the financial 


industry as it does for the overall economy of Quebec and all of Canada. 


I am eager, on behalf of the Government of Canada to work with your government 
in this province, the governments of the other provinces, the financial services 
industry, consumer associations, and Parliament itself to achieve a broad consensus 


on the next stage of development for the financial services industry of Canada. 


When the Prime Minister appointed me to his Cabinet as Minister of State for 
Finance, I became responsible for policy for the financial sector. Our 
government realized that, if we were to achieve our goals for economic renewal, 
the financial industry would have to play an important role. Consequently, the 


review of policy for this industry was made a priority. 


In examining the issues, I quickly realized there were two realities in the 
financial services industry with which we had to come to grips: change and 
consensus. Change that was dynamic and was reshaping the industry; and the 


consensus that was needed for a coherent and orderly public policy in this 


area. 


eta 


I know this audience fully appreciates the reality of change in the financial 
sector, both in Canada and abroad. The reasons for change are many. 
Technology is evolving. Markets are shifting. Instability in interest rates and 
asset values has caused much institutional re-evaluation of market strategies. 
Innovations abroad are filtering into Canada. Institutions have for these many 
reasons become wary of narrow specialization and have sought to position 


themselves to cope with future change. 


Needless to say, when the financial system changes, the regulation of financial 
institutions must be reviewed. To deny the changes that are taking place 
worldwide -- the differing and complex demands that Canadians are making on 
the capital markets -- would be ignoring our responsibility to ensure that the 
financial services industry not only grows and expands, but facilitates the 


expansion of the other sectors of our economy. 


Government policy must address the need to foster greater economic growth, 
greater public confidence, a greater spirit of enterprise and opportunity 
throughout the land. Government policy must be forward-looking. It must 


build a framework to encompass the future, rather than the past. 


And we must work with each other -- with the provinces -- with Parliament -- 
with industry and with labour -- to ensure that as much as possible we have a 
common resolve and a common commitment to broaden our economic base throughout 


this country. 

This is the spirit of the discussion paper I released this morning. 

I want to talk about the clear principles on which, in my view, public policy 
for the financial sector must be built, and that will govern the way in which I 


intend to approach a broad discussion process across the country. 


The principles which I have brought to the discussion paper are: 


a a Ae. 


- to improve consumer protection 

- to strictly control self-dealing 

= to provide safeguards against abuses of conflicts of interest 

= to promote competition, innovation and efficiency 

+ to enhance the convenience and options available to customers 

= to broaden the sources of credit 

ss to ensure the soundness of institutions and the stability of the system 

= to maintain our international competitiveness and foster domestic 
growth 


es to promote harmonization of federal and provincial policy approaches 


Let me state at the outset that the details of the paper are negotiable; the 
principles are not. Whatever policy finally emerges following public discussion 
and parliamentary consideration -- and this will be an open process -- it must 


be consistent with these principles. On that we must be clear. 


The substance of the paper consists of how best to implement these principles. 
The discussion paper outlines an approach that I feel will work. However, I am 
prepared to listen carefully to all suggestions and to give full consideration to 
alternative options that are put forward. That is the purpose of this round of 


public discussions. 


As I mentioned, I felt that we had to provide Canadians with concrete, new 
ideas. The discussion paper outlines a number of new initiatives that I think 


will serve to further the attainment of the principles I have just described. 


At all times my overriding concern as Minister, and the concern of my Cabinet 
colleagues, has been, and will remain, maintaining public confidence in our 
financial system. A financial system that, despite problems from time to time, 
remains among the strongest in the world. Financial institutions have become 
more complex -- and the interrelationship among different kinds of financial 
institutions has increased. Our primary concern must be to earn and keep the 


confidence and the trust that depositors and borrowers have in the financial 


system of this country. 
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The proposals, therefore, address the need to control practices that damage 
public confidence. I refer to self-dealing, and abuses of conflicts of interest. 
Canadians need to be sure that the trust they place in our financial institutions 
is not abused. In my view, we need to make clear that there is no place for 
self-dealing in our financial system. Only such a principled, uncompromising 


stance will provide the assurances that are needed. 


As well, the proposals explore ways to provide better protection to consumers 
who may feel they have suffered loss as a consequence of conflicts of interest. 
To make sure that anyone in that situation has a place to turn, I am proposing 
to create a Financial Conflicts of Interest Office. This office would be 
empowered to investigate complaints, make representations to the financial 
institutions and, if necessary, mount legal cases on behalf of complainants. I 
believe this mechanism will go far in providing the means to redress that 


Canadians need. 


Our financial system is one in which all Canadians take justifiable pride. 
Lately, there have been some financial failures, financial reorganizations, and 
some support initiatives to sustain institutions with a liquidity or solvency 
problem. But when compared with the system in the United States or in other 


parts of the world, our system is solid and dependable. 


But I stress to you that we must never take this dependability for granted. 
Your confidence -- the confidence of every Canadian -- is the cornerstone of 


our financial system. 


But we must be frank about the realities of a free economy and a democratic 
society. No banking institution, no trust company, no insurance company can 
be totally insulated from, or isolated from, economic difficulties that can affect 


its loan portfolio, or its investments, or its overall capital base. 


Government must be diligent. It must be cautious. And it must ensure that 
public confidence is always justified. It must use all the powers and authorities 
necessary to ensure that Canadian savers are not subjected to undue risk, and 


that proper standards of management and responsible decision-making remain at 
the core of our financial system. 
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Our discussion paper sets out proposals to ensure public confidence and I 


believe our proposals justify careful thought and review by all Canadians. 
‘The paper also addresses the question of competition. 


The more competition there is in the financial marketplace, the more small 
business, individual borrowers and savers, and the Canadian economy will 
benefit. The enhancement of competition is a principle to which I am strongly 
committed; it is also a principle this government holds as a signpost to 


prosperity. 


However, the government must ensure competition is fair, and that the 
institutions who wish to compete have the capacity and, within reasonable 


limits, the regulatory freedom to do so. 


The paper puts forward significant recommendations to promote competition and 
they, too, I believe are worthy of very careful review and reflection. There 
are a number of ways that we could approach this goal. The approach that I 
prefer is consistent with the overall goal of increasing the flexibility of 


institutional arrangements. 


A key proposal is to allow the creation of financial holding companies that could 
combine non-bank financial institutions into a co-ordinated diversified financial 
services group. This concept will provide the institutional flexibility that I 
believe is called for in this era of rapid change. It will also provide an 
organizational principle for the financial services industry that facilitates proper 


regulation. 


A second proposal, and one that is keyed by the financial holding company 
concept, is the Schedule C bank. Such a bank could be wholly-owned by a 
financial holding company -- and would have all the powers -- and be subject 
to the same regulations as Schedule A and B banks. This woulda provide 
financial holding companies with the means to become fully involved in 
commercial and personal lending, while maintaining a framework of regulations 


for these activities consistent with those for the banks. 
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A third part of the approach to provide more flexibility to institutions is the 
review of investment rules for financial institutions and pension funds. 
Institutions have suggested, and I agree, that regulatory scrutiny of each 
individual investment is not the best means to ensure safety. Instead, 
regulation should concentrate on an adequate degree of diversification. They 
fee] that such an approach would give them greater flexibility in seeking the 
best return on their investments while at the same time placing the regulatory 
focus on the element that is most crucial to solvency and stability -- and that 
is diversification. We will be examining this approach in our public 


discussions. 


These proposals taken as a whole would, I think, contribute to a more dynamic 
and flexible financial system with the separation of function maintained. That 
would be consistent with the principles of providing consumers better services, 
broadening the sources of financing available to our business sector, augmenting 
international competitiveness of our institutions, and fostering domestic economic 


growth. 


Another principle to which I am committed and which is clearly enunciated in 
the discussion paper is that of harmonization of the federal and provincial 


policies regarding our financial institutions. 


I intend to work especially hard to achieve this harmonization in co-operation 


with the provinces. 


I am convinced that there is a way to build a harmonized regulatory framework 
covering both federally and provincially regulated institutions. This will mean 
hard work -- and co-operation -- and open-mindedness on all sides. This 
harmonization of rules will produce a general approach that is sensitive to 


regional interests and responsive to the national interest. 


Our government believes that it is important to promote innovation. We know 
technology is changing rapidly, enabling financial institutions to expand their 
horizons and to offer us, the consumers, financial services packages that are 


more comprehensive and better tailored to our individual needs. 
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Networking is one example of an innovation that some institutions have 
proposed. Networking could, for example, facilitate one-stop shopping -- the 
repackaging of various financial services to suit small business, to suit the 

| individual investor, and to suit the individual depositor or borrower. Such 
developments, which hold out the promise of benefits to consumers, will not 


take place unless we take an approach to regulation that permits innovation. 


In our rapidly evolving financial environment, I believe this government's 
regulatory policy should avoid the imposition of a pre-conceived structure on 
the financial system. It is critical that we have regulation to ensure soundness 
and consumer protection. It is also critical that market forces be allowed to 
operate in order to shape the dynamic and efficient financial system that our 
economy needs. I feel that the proposals I have outlined today are consistent 


with these imperatives. 


Knowing that Canadians are quite willing to voice their opinion, I am sure the 
discussion paper will stimulate a brisk and open debate involving Canadians 
from all walks of life. I am confident that this debate will be lively, and 


enlightening. 


My colleagues in the government and I are approaching the issues with an open 
mind. We will be listening to the suggestions that are put forward and will 


give them full consideration. 


The principles that I have laid out, the principles of consumer protection -- 
greater competitiveness -- innovation -- technological update -- federal / 
provincial harmonization -- are important, not just to those of you who are 


financiers, but also to those of us who are consumers of financial services. 


How to achieve these principles will emerge from the discussion process. That 


is the kind of open process that Canadians expect and deserve. 


The financial services industry is an industry not like the others. It has a 
special responsibility to the country, and a special responsibility to the public. 


The government has a special responsibility to regulate it properly and 


judiciously. 
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Financial institutions have a responsibility to change, to accommodate new 
trends, to be sensitive to consumer and buSiness interests, and at all times to 


protect the rights and the interests of the depositor and the borrower. 


These principles are the focus of the paper. My government and I are committed 


to seeing that these principles are realized. 
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This is the third time that I have had the pleasure of addressing members and 
guests of the Toronto Society of Financial Analysts as the Minister of State for 
Finance. f am delighted to be here again, among friends, on what is for me a 


special occasion. 


Karlier this week I released a discussion paper on the regulation of financial 
institutions. This paper has been the focal point of my work over the last 

several months. And the public discussions that I am now beginning will be 
preoccupying me in the months to come. I thank you for the opportunity to 


say a few words about this paper today. 


Financial institutions have been in the public spotlight this year, both 


domestically and internationally. 


At the federal level in Canada, we have had the Dimma Committee and the 
Wyman Committee examining issues. Provincially, we have the Ontario Securities 
Commission holding hearings on a number of subjects and the Dupré Committee 
releasing a report. Quebec is moving along on its financial legislation agenda, 
and Manitoba has announced its intentions, too. Internationally, we have had a 
White Paper in the U.K., new banking legislation in Germany, and a hotly 
debated move to deregulation in the U.S. Financial Institutions’ issues are 


certainly featured prominently on the conference circuit. 


When the Prime Minister appointed me to his Cabinet as Minister of State for 
Finance, I became responsible for policy for the financial sector. My 
government realized that, if we were to achieve our goals for economic renewal, 
the financial industry would have to play an important role. Consequently, the 
review of policy for this industry was made a priority as early on as the 


Throne Speech and the Agenda for Economic Renewal. 


In examining the issues, I quickly realized there were two realities in the 
financial services industry with which we had to come to grips: change and 
consensus. Change that was dynamic and was reshaping the industry; and the 


consensus that was needed for a coherent and orderly public policy in this 


area. 
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I know that this audience fully appreciates the reality of change in the financial 
sector, both in Canada and abroad. When I was in the private sector, the 


changing environment was a major topic for discussion. And I have not left it 


behind. 
The reasons for change are many. 


Technology is evolving. This has enlarged the scope for the kinds of financial 
services packages that financial institutions can provide. It has also allowed 


new ways of delivering those services to the public. 


Markets are shifting. For a number of demographic and economic reasons, we 
see consumer demand developing in new directions and institutions are seeking 


to stay where the action is. 


Interest rates and asset values have been unstable. For financial institutions 
that specialized in long-term financial activity, or in particular areas such as 
real estate, this instability has spelled trouble. And they have become wary of 


narrow specialization. 


Innovations are filtering in from abroad. Our own institutions that compete 
abroad are growing to stay abreast of the international competition. And 
domestic institutions are picking attractive ideas developed abroad and applying 


them within our own institutional and regulatory framework. 


There have been many changes and they have often been substantial. They 
have induced a lot of institutional re-evaluation of market strategies. Needless 
to say, the future is no less opaque than it ever has been. Therefore, 


institutions have sought to position themselves to cope with future change. 


Of course, when the financial system changes, the regulation of financial 
institutions must be reviewed. The review I am now conducting is marching to 


the drumbeat of change being sounded by the marketplace. 


The important question for public policy is thus not whether to change, but in 
which direction to change. And this brings us to the second reality. There is 
no consensus on the direction of change. 
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It's understandable that the various institutional groups would not speak with 
one voice. They must consider the implication of regulatory change for their 
market shares. Their representations to government are shaped in part by that 


perspective. And that perspective differs from group to group. 


But the lack of consensus runs deeper than that. For example, Canada's 
provincial governments have been grappling with policy problems within their 
own areas of jurisdiction. In some cases, the provincial governments have 


looked at the same problem and come up with different solutions. 


We see the same thing internationally. The issues tend to be similar and we 
see many of the same kinds of responses by governments. Nevertheless, there 
are also lively debates on the appropriate course of policy, for example, in the 


U.S. with respect to moves towards deregulation. 


That is why we had to set in motion a process that would bring people and 


ideas together. 


To achieve consensus, we must be prepared to discuss. At the same time, it is 
clear to me that we have to go into the discussions with constructive new ideas 
and a firm sense of direction. Only by showing this kind of leadership will we 


be able to establish a forward-looking framework for the industry. 


The discussion paper responds to that need as well. It sets out clearly the 
principles on which public policy must be based. And it presents important 
new initiatives that address the changing circumstances of the financial 


industry. 


With the support of my Cabinet colleagues and the Prime Minister, I am now 
starting the task of reforming the legislation. To succeed, I will need your 


support -- your ideas -- your contribution to the debate. 


I am open to discussion on the proposals and on the technical paper to be 
issued in the near future. In fact, I look forward to hearing many opinions ~- 


by the end of July. I have set this deadline because of the need to focus 
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debate sooner -- not later. We want the Parliamentary committee to study the 
paper and report on it. And I intend to introduce legislation into Parliament as 


soon as possible after that. 
Let's turn, now, to the principles of the paper. These are: 


= to improve consumer protection 

= to strictly control self-dealing 

= to provide safeguards against abuses of conflicts of interest 

= to promote competition, innovation and efficiency 

= to enhance the convenience and options available to customers 

= to broaden the sources of credit 

= to ensure the soundness of institutions and the stability of the system 

= to maintain our international competitiveness and foster domestic 
growth 


% to promote harmonization of federal and provincial policy approaches 


The details of this paper are negotiable; the principles are not. Whatever 
policy finally emerges following public discussion and parliamentary 
consideration -- and this will be an open process -- it must be consistent with 


these principles. On that we must be clear. 


The real questions are on how best to implement these principles. The 
discussion paper outlines an approach that I feel will work. However, !] am 
prepared to listen carefully to constructive suggestions and to give full 


consideration to alternative options that are put forward. 


I think it is important that the public provide input into the development of the 
ideas presented in the discussion paper. The proposals in this paper form an 
integrated package that seeks to address consumer and business needs as well 
as providing an appropriate institutional framework for delivering the financial 
services that will fulfill those needs. We need to know what consumers need. 
We need to Know what business needs. Iam listening and I will be listening to 


all who come forward. 


- 5 - 


As I said, I felt that we, in our turn, had to provide Canadians with concrete, 
new ideas. The discussion paper outlines a number of new initiatives that I 
think will serve to further the attainment of the principles I have just described 


such as concern for solvency, self-dealing and conflicts of interest. 


A key proposal outlined in the discussion paper is to allow the creation of 
financial holding companies that could combine non-bank financial institutions 
and a new category of banks into a co-ordinated diversified financial services 
group. This concept will provide the institutional flexibility that I believe is 
called for in this era of rapid change. It will also provide an organizational 
principle for the financial services industry that will facilitate effective 


regulation. 


A second proposal, and one that is keyed by the financial holding company 
concept, is the Schedule C bank. Such a bank would be an affiliate of a 
financial holding company -- and would have all the powers -- and be subject 

to the same regulations as Schedule A and B banks. This would provide financial 
holding companies with the means to become fully involved in commercial and 
personal lending, while maintaining a consistent framework of regulations for 


these activities. 


A third part of the approach to providing more flexibility to institutions is the 
review of investment rules for financial institutions and pension funds. One 
idea is that regulatory scrutiny of each individual investment be relaxed and 
that attention be placed on ensuring an appropriate degree of diversification. 
We feel that such an approach would give institutions greater flexibility in 
seeking the best return on their investments. At the same time it would place 
the regulatory focus on the element that is most crucial to solvency and 
stability -- and that is diversification. This could be a constructive and 


sensible approach and we will be examining it in the public discussions. 


Our government also believes that it is important to promote innovation. We 
know technology is changing rapidly, enabling financial institutions to expand 
their horizons and to offer us, the consumers, financial services packages that 


are more comprehensive and better tailored to our individual needs. 
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Networking is another example of an innovative approach to providing financial 
services. For example, networking could facilitate the packaging of various 
financial services to suit small business, to suit the individual investor, and to 
suit the individual depositor or borrower. I think it is important for the 


regulatory process to leave open the door to innovation. 


These proposals taken as a whole would, I think, contribute to a more dynamic 
and flexible financial system. Moving toward such a system would be consistent 
with the principles of providing consumers better services, broadening the 
sources of financing available to our business sector, augmenting international 


competitiveness of our institutions, and fostering domestic economic growth. 


At the same time, the proposals address the all-important need to maintain the 
solvency of institutions and the stability of the financial system. These measures 
are, I believe, central to maintaining public confidence in the financial system. 
And publie confidence, as I do not need to remind you, is the element that is 
most important to the ultimate efficiency of the financial system. The financial 
system could scarcely fulfill its role of channeling savings into investments if 


people feared to put their money into the institutions. 


Our discussion paper sets out proposals to ensure public confidence and I 


believe that our proposals justify careful thought and review by all Canadians. 


The Canadian public needs to be sure that the trust placed in our financial 
institutions is not abused. It is my view that we need to make clear that there 
is no place for self-dealing in our financial system. The existing rules against 
non-arm's-length lending in trust, mortgage loan and insurance legislation do 
not cover all types of situations or transactions. We propose to broaden this 
ban and apply it rigorously to all types of financial institutions. Only such a 


principled, uncompromising stance will provide the assurances that are needed. 


With limited exceptions, we are proposing that a financial institution be prohibited 
from engaging in transactions with any person or group of associated persons 
that is able to control or influence that institution. The same prohibition would 
apply to transactions with the "significant business interests" of those able to 
control or influence the institution. 


if 


Our proposals do not place maximum limits on share ownership in non-bank 
financial institutions along the lines of the existing 10-per-cent limit on 
individual shareholdings in a chartered bank. We concluded that to apply such 
a rule to non-bank financial institutions would involve a retroactive restructuring 
of their ownership which would be disruptive and counter-productive. In the 
case of banks, the ownership limit has helped minimize possibilities of 


self-dealing. But strict controls on self-dealing can accomplish the same thing. 


And ministerial approval would be required for transfers of significant blocks of 
shares of financial institutions. As well, the present rules limiting foreign 


ownership in financial institutions would be unchanged. 


Supervisors will need the tools to do their job well. Financial practices have 
changed and I believe that supervisors' powers should reflect the current 
reality. Comprehensive proposals are made in the paper with regard to the 
functions of supervisory bodies. As their responsibilities now stand, the Office 
of the Inspector General of Banks supervises the banks while the Department of 
Insurance supervises the trust, mortgage loan and insurance companies and 
other federally-regulated financial institutions. We are proposing that the 
offices be amalgamated. 


These proposals will form a key part of the overall approach to maintaining a 


sound, stable financial system in which Canadians can have full confidence. 


The proposals also explore ways to provide better protection to consumers 
against abuses of conflicts of interest. The paper notes that in some situations 
of conflict of interest, market forces provide a deterrent to abuse where a 
reputable financial institution must choose between its own interests and those 


of its clients. We will also be seeking to ensure that Canadians have access to 


obtaining help where conflicts have occurred. 


As a further measure to control conflicts, we have proposed that a clear separation 
be maintained between the fiduciary investment decisions made on behalf of 

trusts, and the company's other operations. This could be done by setting up 
internal arrangements and procedures, that have been dubbed a "Chinese Wall", 


to prevent the passage of confidential information between different divisions of 


a financial institution. 


It is of paramount importance to me, and to this government, to work with 
provincial authorities to achieve an appropriate harmonization of our financial 
legislation. I will be consulting with my provincial colleagues over the coming 


months to work towards harmonization. 


In addition to provincial/federal harmonization of regulations affecting financial 
institutions, we are proposing a chronological harmonization of financial institu- 
tion legislation. This would involve regular review of the financial institutions 
legislation at the federal level. We would like to see all the acts reviewed at 
the same time every 10 years with the review triggered by a sunset clause in 


each of the acts. 


After the important 1990 revisions to the Bank Act, we would want to see the 
decennial revision shifted to make it coincide with the decennial review of 


legislation of non-bank financial institutions. 


Our financial system is one in which all Canadians take justifiable pride. 
Lately, there have been some financial failures, financial reorganizations, and 
some support initiatives to sustain institutions with a liquidity or solvency 
problem. But when compared to other countries’ financial institutions, our 


system is solid and dependable. 


This dependability cannot, of course, be taken for granted. Your 

confidence -- the confidence of every Canadian -- is the cornerstone of our 
financial system. The government has a special responsibility to regulate it 
properly and judiciously. It is critical that we have regulation to ensure 
soundness and consumer protection. It is also critical that market forces be 
allowed to operate in order to shape the dynamic and efficient financial system 
that our economy needs. I feel that the proposals I have outlined today are 


consistent with these imperatives. 


The principles for regulatory change we have laid out are clear and precise. 


These principles are the basis for consistent and sensible ground rules for our 
financial institutions. The proposals outlined in the discussion paper further 


the attainment of those objectives. Of course, the best ways to achieve these 
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principles will be determined by all of us in this room -- across the country, in 
provincial governments, and in the Parliament of Canada, through the discussion 


process that is now starting. 


I am optimistic about this process because I believe in the financial services 
industry and its importance to Canada. It is at the core of our country's 
economic soul. I am hopeful that during the process of debate and discussion, 
the new ideas and new suggestions which our paper seeks to initiate will evoke 
from all Canadians thoughtful consideration of the options at hand and the 


issues on the table. 


My colleagues in the government and I are approaching the issues with an open 
mind. We will be listening to the suggestions that are put forward and will 
given them full consideration. As far as the principles are concerned -- the 
principles of consumer protection -- greater competitiveness -- innovation -- 
technological update -- federal/provincial harmonization -- they form a 
comprehensive and integrated package. The package is important not just to 


financiers, but also to the consumers of financial services. 


How to achieve these principles will emerge from the discussion process. That 


is the kind of open process that Canadians expect and deserve. 


Canadians want -- and are quite willing -- to voice their opinion. I am 
confident the discussion paper will stimulate a comprehensive and open debate 


involving Canadians from all walks of life. I am sure that this debate will be 


enlightening. 


There is a lot at stake. We must doit right. We must do it carefully. We 


must do it incrementally. And we must have the courage to do it well. 
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AMENDMENTS TO THE DEFINITIONS OF OIL OR GAS WELL AND CANADIAN 
EXPLORATION EXPENSE 


The Honourable Michael Wilson, Minister of Finance, today released a draft of 
proposed amendments to Part I of the Income Tax Act designed to accommodate 


new technology in the oil and gas sectors. 


Under the expanded definition of Canadian exploration expense, expenses 
incurred for the purpose of bringing an accumulation of petroleum or natural 
gas into production by a means other than an oil or gas well -- for example by 
"a gravity-assisted drainage system" -- and incurred prior to the start of 
commercial production will qualify as a Canadian exploration expense. Thus 
outlays under this new oil recovery technology would be eligible for the 
100-per-cent write-off available for such expenses. A consequential change 
would remove from the definition of an oil or gas well any well drilled from 


below the surface of the earth. 


These changes will apply to expenses incurred after March 31, 1985. 


For further information contact: 


Derek Williams 
Tax Policy - Legislation 
(613) 992-4984 


ivi Ottawa, Canada K1A 0G5 
anid a 613 992-1573 


DRAFT LEGISLATION 


(1) Paragraph 66(15)(g.1) of the said Act is repealed and the 


following substituted therefor: 


"(g.1) “oil or gas well" means any well (other than an exploratory 
probe) drilled from the surface of the earth for the purpose of 
producing petroleum or natural gas or of determining the existence, 
location, extent or quality of an accumulation of petroleum or 


natural gas." 


(2) Paragraph 66.1(6)(a) is amended by adding thereto the 


following subparagraph: 


"(i.1l) any expense (other than an expense incurred in drilling or 
completing an oil or gas well or in building a temporary access 
road to, or preparing a site in respect of, any such well) incurred 
by him for the purpose of bringing an accumulation of petroleum or 
natural gas (other than a mineral resource) in Canada into 
production and incurred prior to the commencement of the production 
in reasonable commercial quantities (other than the production from 


an oil and gas well) from such accumulation, including: 


(A) clearing, removing overburden and stripping, and 


(B) sinking a shaft, constructing or drilling an adit or other 


underground entry;" 
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MINISTER TABLES 1984 REPORT OF CANADIAN IMPORT TRIBUNAL 


The Honourable Barbara McDougall, Minister of State for Finance, today tabled 
in the House of Commons the 1984 Annual Report of the Canadian Import 


Tribunal. 


The Canadian Import Tribunal came into existence in December 1984 with the 
proclamation of the Special Import Measures Act. The Tribunal replaced the 
former Anti-Dumping Tribunal which was regulated by the Anti-dumping Act of 
1969. 


The Minister noted that the recently-proclaimed Act is intended to modernize 
and streamline Canada's anti-dumping and countervailing procedures within the 
context of Canada's international obligations. The main objective of the Act is 
to make Canada's contingency protection system more effective in preventing 
injury to Canadian producers from dumped or subsidized imports, while at the 


same time providing for more transparent, equitable and speedy procedures. 


Because the Act was only proclaimed in late 1984, much of the Report relates to 
activities carried out by the former Anti-dumping Tribunal. The Report 
contains a complete listing of all findings issued since 1969, when the former 
Anti-dumping Act came into force, and a listing of all findings of material 
injury which were still in effect as of December 31, 1984. Also provided in the 
Report is a useful breakdown of the activities that the Tribunal performs in 


fulfilling its mandate. 
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The Report further explains the transitional provisions of the Special Import 
Measures Act as they relate to findings issued pursuant to the repealed 
legislation. All orders or findings of material injury made pursuant to the 
former Anti-dumping Act and which were still in effect on December 1, 1984, 
are deemed to have been made on the date of proclamation of the Special Import 
Measures Act. Such findings may continue in effect for five years unless 
reviewed and rescinded by the Tribunal at an earlier date. A review by the 


Tribunal is also necessary for findings to be extended beyond five years. 


Presently, some 66 findings made under the Anti-dumping Act remain in force 


under the current Act. 
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TECHNICAL INCOME TA PROPOSED 
The Honourable Michael Wilson, Minister of Finance, today tabled draft income 
tax legislation in the form of a comprehensive Notice of Ways and Means Motion. 
The Motion contains numerous technical proposals designed to correct various 
technical deficiencies in the Income Tax Act and respond to submissions from 


taxpayers and tax professionals for improvements to the Act. 


The amendments do not represent new policy initiatives. Most are of a 
simplifying or relieving nature. A schedule of changes to the French version 
of the Act completes the draft legislation. Many of the changes would clarify 
the meaning of provisions in the Act, correct certain inaccuracies and make the 


terminology consistent. 


Mr. Wilson said the draft legislation is being tabled at this time in order to 
separate these technical tax amendments from the budget proposals that 


represent policy initiatives of the government. 


To assist in a full understanding of the proposed changes, the Minister also 
released technical notes which explain the amendments. He invited comments on 
the draft amendments from Members of Parliament, taxpayers affected and other 
interested members of the public, and indicated he intends to reintroduce the 
proposals for Parliamentary adoption after a reasonable period for public study. 


Comments on proposed changes may be directed to: 


Department of Finance, 

Tax Policy-Legislation Division, 
160 Elgin Street, 

Ottawa, Ontario 

K1A 0G5 
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BUDGET PROPOSES LIFETIME $500,000 CAPITAL GAINS EXEMPTION 
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In a major initiative to encourage investment by individual Canadians in small 
and medium-sized businesses, the Honourable Michael Wilson, Minister of 
Finance, proposed in his budget today a tax exemption for capital gains up to a 
lifetime limit of $500,000. This will contribute significantly to the creation of 


new job opportunities in the private sector. 


Mr. Wilson, in making the announcement in the budget, said: "This is a 
measure designed to unleash the full entrepreneurial dynamism of individual 


Canadians." 


Mr. Wilson emphasized that the measure is designed to assist smaller businesses 
in raising capital to expand and create jobs. The $500,000 capital gains 
exemption will also provide greater rewards to all Canadians willing to invest 


their savings in Canada's future. 


The exemption will apply to gains realized after 1984. Since only half of capital 
gains are now included in income for tax purposes, the lifetime exemption will 


effectively remove the tax on $250,000 of taxable capital gains. 


The exemption will be phased in over six years, with a cumulative limit of 

$10,000 of net taxable capital gains in 1985, $25,000 in 1986, $50,000 in 1987, 
$100,000 in 1988, $150,000 in 1989 and $250,000 in 1990 and subsequent years. 
For net taxable capital gains on the sale of qualifying farm property, the full 


$250,000 exemption will be available immediately. 
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The present unlimited exemption for capital gains on the sale of a taxpayer's 
principal residence will not reduce an individual's entitlement to the new lifetime 


exemption. 


Mr. Wilson emphasized that the exemption will attract new equity investment to 
large and small businesses and improve the financial health of Canadian 
companies. For example, it will make it easier for high technology companies, 


especially small start-up firms, to raise capital. 


The exemption will apply to an individual's net taxable capital gain -- that is, 
taxable capital gains less any allowable capital losses. Individuals will be 
required to maintain an account of their exempt net gains to compute the 


cumulative deduction available to them. 


The exemption will not apply to stock dividends or to employee stock options. 
One-half of Canada Savings Bond cash bonus payments received after May 23, 
1985, will be included in income for tax purposes. With the introduction of the 
new exemption, ordinary capital losses will no longer be deductible against up 


to $2,000 of other income in a year. Other consequential changes include: 
= repeal of the Indexed Security Investment Plan; 


= the special provision for tax-free transfer of farm capital gains to an RRSP 


will be replaced by the capital gains exemption; 


= the limited inter-generational deferral on gains on small business shares 
will be replaced by the capital gains exemption; 


= changes to the anti-avoidance rules that prevent conversion of dividend 
income into capital gains. 
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LOW-INCOME FAMILIES TO BENEFIT FROM ADJUSTMENTS IN CHILD BENEFITS 
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To increase support for low-income families, a restructuring of benefits 
provided to families with children was proposed today in the budget presented 
by the Honourable Michael Wilson, Minister of Finance. The changes, delivered 
through family allowances and the tax system, will be phased in beginning in 
1986. 


"When resources are increasingly limited, we must adjust social programs so 
that benefits are targetted to those most in need and funds are freed for other 


social priorities," Mr. Wilson said. 


The main aspects of the adjustments: 


= The child tax credit, paid to low- and middle-income families, will be 
increased in three steps. In the 1986 taxation year, the credit 
(which is payable in the spring of 1987) will be increased by $70 per 
child from $384 to $454. The credit will be increased by a further 
$35 per year in each of taxation years 1987 and 1988, to $489 and 
$524 respectively. Starting in 1989 the credit will be indexed to the 
amount of annual CPI increase that exceeds 3 per cent. 


= Starting in 1986, the family income level above which the child tax 
credit is reduced will be $23,500, compared with the present $26,330 
threshold, and this new threshold will be indexed in future years by 
the amount that the annual CPI increase exceeds 3 per cent. The 
child tax credit will continue to be phased out at the rate of $5 for 
every $100 of net family income above the threshold. 


= Family allowances will remain universally available. Starting in 
January 1986 the payments, currently $31.27 per child per month, 
will be indexed only for the amount of annual increase in the 
consumer price index (CPI) that exceeds 3 per cent. 
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- The exemption for dependent children provided in the personal income 
tax, now $710 per child, will be reduced in three annual steps 
starting in 1987 until it equals the value of family allowances. 
Thereafter the child tax exemption will remain equal to family 
allowances. 


= The exemption for children 18 and over will be reduced progressively 
in line with the exemption for those under 18. However, it will not 
be reduced for dependents who are mentally or physically infirm. 


The Minister emphasized that the changes will make child benefits fairer and 
will provide increased benefits to those most in need. For example, by the end 
of the phase-in period, one-earner couples with two children whose income is 
below approximately $28,000 will have seen their benefits substantially 


increased. The following table illustrates the effect of the changes. 


Net Annual Child Henette for One-Earner Families with Two Children 
Under Age 18 Residing in Ontario, Selected Income Levels, 1985 to 1989 


Existing Proposed 


Family earnings 


(dollars) 
0 1,484 1,524 1,670 1,740 LeSh2 
10,000 1,484 1561 1,681 1,745 ped 
20,000 1673 ha hecel 1,790 1,812 
30,000 1,621 1,661 1,564 1,584 1597, 
40,000 EBs yar 12.7 1,104 Leli4 Lede 
50,000 1,048 12051 921 841 764 


60,000 1,048 1,051 o21 841 764 


(1) Includes family allowances, child tax credit and child tax exemption. The 
credit appears in the year in which it is received. 
Benefits are shown in dollars of the year in which they are paid. 
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BUDGET PROMOTES R&D INVESTMENT 


A series of changes to improve the climate for investment in research and 
development were proposed by the Honourable Michael Wilson, Minister of 
Finance, in his budget today. 


One major impact will come from the lifetime exemption for individuals from tax 
on up to $500,000 in capital gains. The Minister noted that this will encourage 
Canadians to invest in Canadian companies, especially small start-up firms, and 


help growing companies attract new equity. 


A number of other measures in the budget recognize the importance of R&D to 


Canada's growth and competitiveness: 


= The 35-per-cent tax credit earned bv small firms for current R&D 
expenditures after May 23, 1985 will be fully refundable. Since the 
credit applies on the first $2 million of R&D performed, the credit 
could be worth a maximum of $700,000 each year. The refund of 
unused credits will provide the greatest benefit to small start-up R&D 
firms who are often initially in a non-taxpaying position and thus 


would not be able to use the credit immediately as a tax offset. 


- The definition of expenditures qualifying for R&D tax incentives 
will be changed to cover expenditures "all or substantially all" of 
which are attributable to R&D. Current expenditures that are 


"directly attributable" to R&D will also now qualify for the incentives. 
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This will be of particular benefit to small businesses where the 
owner-manager is often involved in the R&D process. The present 
rule is that expenditures must be wholly attributable to R&D. 


= Revenue Canada staff will be augmented to ensure prompt refunds of 
R&D tax credit claims, and provide technical experts to help in 
determining what expenditures qualify for the credit and other R&D 


incentives. 


Given the introduction of these new measures, the budget proposes to eliminate 
the flow-out of the scientific research tax credit (SRTC) to investors, effective 
immediately. The SRTC provided a mechanism whereby R&D firms could 
transfer their unused tax incentives to outside investors, and its termination 


will not affect the ability of firms to earn R&D credits and deductions. 
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NEW APPROACH TO CORPORATE TAX SYSTEM FOR PUBLIC STUDY 


The Honourable Michael Wilson, Minister of Finance, opened the way in his 
budget speech today to a broad public discussion of how the corporate income 
tax system can best support economic growth and job creation. To illustrate 
what could be done, he set out one possible approach -- the removal of some 
special tax incentives to finance a substantial reduction in tax rates for all 


corporations. 


The new approach is described in a discussion paper, "The Corporate Income 
Tax System: A Direction for Change", tabled with the budget. 


The illustrative option in the paper has, as its cornerstone, a reduction in the 
basic federal rate of corporate tax from 36 to 29 per cent, and in the rate for 
small businesses from 15 to 11 per cent. Special low tax rates on income from 


manufacturing and processing would remain. 


The revenue impact of the lower tax rates would be offset by reductions in two 
tax incentives favouring particular kinds of investment. In place of the 
accelerated capital cost allowances (CCA) which permit fast write-offs for new 
investments in manufacturing and processing assets and certain other 
equipment, the CCA on these assets would be brought more in line with the 


treatment of other depreciable assets. The second incentive -- the investment 
tax credit -- would be eliminated except for the credit for scientific research 
outlays. 
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This suggested approach would raise the same amount of tax revenues. It 
would provide a different kind of incentive for investment: rewarding success 
through lower tax rates, instead of providing special tax provisions for 


particular activities. 


Mr. Wilson made it clear that the suggested changes represent merely one option 
for improving the current corporate tax structure. He invited a broad public 
study of this and other ways to make the tax system more effective, and said 


that no comprehensive changes will be introduced without full public discussion. 
Among the results of the suggested approach: 


- With lower tax rates, successful businesses could retain more of their 


profits for reinvestment. 


- Businesses and investors could plan on the basis of good business 
sense rather than the best tax advantage, and thus market forces would 
be given more weight in allocating investments in the most productive, 


job-creating way. 


= Corporate tax burdens would be spread more evenly and fairly among 
corporations. Profitable firms now paying no taxes because of 


up-front incentives on investments would start to pay taxes. 


The paper noted that a large build-up of unused tax deductions and tax credits 
on the books of corporations was one of the main reasons for the government 
decision last fall to cease issuing advance tax rulings on limited partnership 
arrangements. The government remains concerned about the possibilities for 
tax-shelter financing through such arrangements, and therefore the suspension 
of advance rulings will continue, pending a study of the possibility of providing 
for explicit rules in this area. 


Department of Finance Ministere des Finances 
Canada Canada 


Release Communiqué 


Embargoed Ottawa, 23 May, 1985 
85-84 


CORPORATE LOSS TRANSFER SYSTEM OUTLINED FOR PUBLIC DISCUSSION 


The Honourable Michael Wilson, Minister of Finance, today tabled with his 
budget a discussion paper outlining possible new rules whereby a corporation's 
operating loss could be transferred, for tax purposes, to other corporations 


within a commonly-owned group. 


The paper, "A Corporate Loss Transfer System for Canada", is one result of a 
broad and ongoing study of ways to remove barriers to private sector activity 


and reduce complexity in tax laws and business operations. 


Mr. Wilson invited wide public discussion of the paper, which includes draft 
legislation to permit study of its specific proposals. Because of the complex 
issues raised by the proposal, extensive consultations with the provinces and 


industry are required. 


The Canadian tax system now taxes each corporation as a separate entity, with 
no general mechanism whereby taxable income of one or more corporations within 
a commonly-owned group can be reduced by losses incurred elsewhere within 


the group. 


The discussion paper proposes that such a mechanism be allowed for corporate 
groups consisting of a parent taxable Canadian corporation and subsidiaries that 


meet the test of having at least 95 per cent common ownership. 
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Member corporations using the provision would have to make annual joint elections 
in their tax returns. Only a corporation's non-capital loss for the current year 
could be transferred. The amount being transferred would be allocated to one 

or more other specified corporations within the group and applied as deductions 
from their taxable income. Certain kinds of corporations would not be allowed 


to use the provision, because of the nature of their business. 
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REFORMS PROPOSED FOR THE BUDGET PROCESS 


The Honourable Michael Wilson, Minister of Finance, today tabled with the 
budget a discussion paper proposing significant reforms to the budget-making 


process. 


Among the proposals outlined in The Canadian Budgetary Process: Proposals 


for Improvement are a fixed time of year for the presentation of the annual 


budget, a process for obtaining borrowing authority approval before a fiscal 
year begins, and legislative authority for the provisional collection of taxes 
before parliamentary enactment of tax changes. These, and other proposals in 
the discussion paper, would together impose a more disciplined and effective 


system for developing and implementing budget measures. 


A fixed annual time for the budget "would provide greater certainty for 
planning and decision-making for Parliament, for the federal government, for 
provincial governments and for the private sector," Mr. Wilson said. "It would 
provide the opportunity for more complementary economic and fiscal 


policy-making by governments." 


The paper suggests that the optimum timing for an annual budget would be the 


winter period between mid-January and mid-February. 
Under another proposal, borrowing authority needs for a fiscal year would be 


obtained in conjunction with the annual winter budget. This would help to 


avoid costly delays in enacting borrowing bills. 
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Mr. Wilson invited public comment and reaction to the document, and proposed 
that it be referred to the House Standing Committee on Procedures and 


Organization and to the Senate Committee on Standing Rules and Orders. 


Mr. Wilson said that the discussion paper would "advance the process of 
review, discussion and, eventually, reform in a number of specific areas of the 


budgetary process where improvement appears to be necessary and possible." 
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It is a pleasure for me to address your annual meeting -- not only because 
your members are key players in the Canadian economy -- but also because I 
am very encouraged by your preliminary response to the proposals in our 


government's discussion paper on financial institutions. 


Insurance companies have been waiting since 1932 to move with the times, so I 
must admit I am not too surprised by your early and positive response to the 
proposals. And I am sure that during the course of your sessions and 
workshops, you will produce more constructive comments to bring forward to me 


and to the Parliamentary Committee. 


What is gratifying to me -- and to the government -- is the way Canadians 
right across the country -- from the corner of St. Clair and Bathurst to King 
and Bay -- from Peel and Ste. Catherine to Georgia and Granville -- are 


responding to the challenge of shaping our future. Every one of us must take 
responsibility for our future. But we, as a government, must ensure that 


collectively we establish the parameters for our future prosperity. 


Most recently our determination to provide the best policies and the changes 
our economy requires was presented by my colleague, the Honourable Michael 
Wilson. The budget Michael tabled last week emphasized the strong role that 
individual initiative -- private initiative -- must play in renewing the economy. 
Government -- certainly governments acting alone -- cannot by themselves 


bring about lasting prosperity. 


Our government's first full budget emphasizes our fundamental belief that a 
strong, healthy and unfettered private sector will predominate our economic 
renewal. From coast to coast, Canadians have told us they agree. They are 
willing and able to generate new investment -- new business activity and 
employment. However, they also told us they need an environment free of 
unnecessary government intervention; they need greater access to financial 
resources for expansion; and they need confidence that their hard work will 


lead to a better life today -- tomorrow and every day after tomorrow. 
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That is why our budget proposals emphasize the need for individual initiative 
and private sector innovation supported by responsible financial and economic 
policies that will provide a durable framework for growth. My colleagues and I 
are incorporating your ideas into our policies because we believe that you -- 
the thinkers, the doers and the innovators in the private sector -- can best 
put the country back on track. This is something to which our government is 
firmly committed -- the belief that ordinary Canadians like you and me can -- 


and will -- inspire constructive change. 


And, that is why the proposals we put forward -- whether they are social 
policy or economic policy -- reflect the needs of Canadians and the desires of 
Canadians. That is also why the budget proposals include a lifetime capital 
gains exemption of half a million dollars; we want Canadians to savour the 


rewards of their efforts and investments in Canada. 


In addition, the commitment of every member of this government to hard work 
and to a genuine belief in federal-provincial reconciliation has already ensured 


that government actions benefit our regions and industries. 


The energy accords reached between my colleague, the Honourable Pat Carney 
and her counterparts, in Alberta, Saskatchewan, British Columbia and 
Newfoundland deserve mention. These are significant agreements -- and not 
only because they provide more equitable federal-provincial-private sector 


arrangements. 


These energy accords signify a new era of federal provincial co-operation and 


more jobs for unemployed Canadians. 


A rig in Alberta does not just mean jobs in Red Deer and Peace River. An oil 
rig in Alberta means jobs in the plants of Hamilton and Sarnia. A rig on the 
Grand Banks means jobs on the rig, jobs on the supply vessels and on land. 
A new rig anywhere in Canada means jobs for young engineers from St. John's 


to Victoria. 


This new era of federal-provincial harmony is an essential part of our national 
goal for economic renewal all Canadians want. Our government intends to make 
it possible for us, whether we are individual Canadians or businesses, to 
achieve our potential. That is the way to our future prosperity. We need a 


concerted and concentrated effort by all Canadians, particularly by the private 
sector. 
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With this in mind, we examined some major concerns in the financial institutions 
paper which I would like to emphasize today. They relate to people, 


co-operation with provincial governments and the future of the industry. 


In the paper, the principles and proposals we established would benefit 
consumers -- individuals and businesses across the country. They would also 
benefit the financial services industry and, consequently, the economy as a 


whole. 


Our government believes that, if we are to achieve our goals for economic 
renewal, the financial industry will have to play an important part. That is 
why our government noted the need for a review of the financial institutions 
legislation as early as the Speech from the Throne and the November Economic 


Statement. 


The discussion paper takes the long view. We want to build a firm framework 
that will last for some time. And we want to provide a framework in which 
institutions can grow and innovate. We intend to enhance our financial services 
institutions so that Canadian depositors, savers, borrowers and investors 
benefit. This theme of growth and innovation is evident in all the government's 
policies. It is the type of approach which, in every sector, will lead to a 
population which takes hold of opportunities that arise, creates new 


opportunities and, rebuilds our economy. 


I do not need to impress on you that, in our day and age, the future quickly 
becomes the present -- especially in the financial industry. Legislative 
adaptation in this area is particularly important now that the range of activities 
performed by the various institutions has changed -- rapidly in recent years. 
Technology, for example, has enabled some financial institutions to offer 
different financial packages and technology has also provided new ways to 


deliver services to Canadians. 


But technology is only the tip of the iceberg. Myriad market forces -- interest 
rates, the maturing of the baby boomers, innovative marketing -- are changing 
the way financial institutions do business. And although legislation and 


regulation in this area -- at both the federal and provincial levels -- have also 


changed, they really have not kept pace. 


The financial institutions discussion paper I tabled reflects our government's 
new public policy direction. More specifically, it establishes that regulations 
must keep pace with market forces to allow changes that provide benefits -- 
and to ensure that safeguards are not eroded or flaunted by the changing 
circumstances. In the financial services sector, the regulations must, above 
all, ensure the continuing and well-deserved reputation for stability, solvency 


and security that our financial institutions enjoy. 


These are the principles which guide our thinking. These principles are not 


negotiable; however, I have left ample room for "horse-trading" on the details. 


The principles in the discussion paper are the basis for consistent and sensible 
eround rules for our financial institutions. The principles provide for greater 
consumer protection; they provide for more competition among financial 


institutions and they enhance our prospects for economic renewal. 


The policies which will emerge from the open process of public discussions and 
parliamentary consideration will be consistent with these principles. I look 


forward to hearing from you by the end of July. 


In our rapidly evolving financial environment, I believe the government's 
regulatory policy should avoid the imposition of a pre-conceived structure on 
the financial system. But at the same time, it is critical that we have 
regulations to ensure the soundness of the system and the protection of the 
consumer. It is also critical that market forces operate to shape the dynamic, 


efficient and competitive financial system that our economy needs. 


I understand that certain members of your organization already have some views 
about one of the proposals in the paper which would allow the creation of 
financial holding companies that could combine non-bank financial institutions 
and a new category of banks into a co-ordinated, diversified financial services 
group. This concept will provide the institutional flexibility which I believe is 
necessary now. It will also provide an organizational principle for the financial 


services industry that will facilitate effective regulation. 


A Schedule C bank would be affiliated to a financial holding company. Schedule 
C banks would have all the powers ~-- and be subject to all the same regulations 
tae as Schedule A and B banks. This proposal would provide financial holding 
companies with the means to become fully involved in commercial and personal 
lending and it would also maintain a consistent framework of regulations for 


these activities. 


Another proposal we put forward in the discussion paper would provide more 
flexibility around the investment rules for non-bank financial institutions and 
pension funds. The main purpose for investment rules for financial institutions 
and pension funds is to secure a portfolio of good quality. As you know, good 
quality is defined from the point of view of solvency of the institution or the 


fund and its continued ability to meet its obligations. 


We are suggesting a new approach to achieve this purpose: the "portfolio" 
approach for financial institutions and pension funds. A portfolio approach 
would maintain the highest quality while providing additional flexibility to the 
institutions. Under this approach quality tests on individual investments would 
be replaced by greater emphasis on diversification of the portfolio as a means of 
reducing risk. This approach would be supplemented by quantitative 
restrictions on certain kinds of assets. This means that as long as the 
investing institution keeps within the percentage limits on corporate equities, it 
could, for example, invest in whatever eauities it felt offered the best income 
opportunities. The present requirements that equities meet certain earnings 


and dividends tests would no longer apply. 


This portfolio approach would stress the solvency concern by requiring an 
appropriate amount of diversification of assets and a suitable relationship 
between their assets and liabilities. Financial institutions would gain greater 


flexibility and the ability of non-financial corporations to issue new securities 


would be enhanced. 


We feel that this approach would help small and medium-sized businesses 
entering the market for equity capital for the first time, or seeking to 


restructure their balance sheets by issuing additional equity. 
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Our May 23 budget also enhances opportunities for small and medium-sized 
businesses to attract new equity capital. I am referring specifically to the 
proposals for pension reform and pension plan investments. The measures 
acknowledge the need for adequate incentives and fairness in the structure of 
our private pension system. The measures also provide the flexibility and allow 
the personal initiative which are essential to ensuring that Canadians prepare 
for their retirement in a self-reliant manner. The budget proposals introduce 
improvements to minimum standards for private pension plans under the federal 
Pension Benefits Standards Act. The proposals also place RRSP holders on an 


equal footing with persons in other types of pension plans. 


What may be of most interest to your members, however, is the proposal with 
respect to pension investing. Registered retirement savings plans would be 
able under our proposals to invest in private Canadian corporations with which 
they deal at arm's length. This will encourage the redirection of significant 
amounts of capital from one of the fastest growing pools of savings in the 
country. We need this type of investment to facilitate a general economic 


expansion and a lasting economic renewal. 


This proposal, along with the capital gains measure and the labour-sponsored 
venture capital initiative will encourage investment in our economy that needs 
financing to create more jobs. The pension reform proposals also reinforce our 
belief in the ability of Canadians to plan for their future -- if the proper 


framework is in place. 
Our government also believes it is important to promote innovation. 


Networking is an innovation that meets the financial needs of individual 
Canadians and Canadian businesses. For example, networking would facilitate 
the packaging of various financial services to suit small businesses -- or to suit 
the needs of individual investors, depositors or borrowers. I think it is key to 
our government's proposals that regulations must leave the door open to 


innovation. 


Of course, all efforts to promote innovation and competition can only bear fruit 
in a sound financial environment that inspires confidence. Therefore, the 
proposals address the all-important need to maintain institutional solvency and 
stability. Such measures are, I believe, central to maintaining public 


confidence in our financial system. 


I would mention, too, that the proposals in the discussion paper do not have 
any direct, short-term implications for insurance brokerage. This activity is 
regulated provincially. My proposals affect only federal regulations. However, 
the insurance brokers obviously have a long-term interest in the direction that 
financial institutions take. Insurance brokers are a significant part of the small 
business sector that our government feels will be an important engine of growth 
for our overall economic renewal. And, it is therefore important we reach an 
understanding on how the insurance sector fits into the overall framework 


described in the discussion paper. 


I have already mentioned that sharing jurisdiction has not been an 
insurmountable handicap to energy accords. In the financial sector, shared 
jurisdictional responsibility also raises numerous issues which are complex and 
sensitive. And yet, interprovincial and federal co-operation has led to some 
reduction of regulatory discrepancies. This has been particularly true with 
trust companies, as many provinces have modelled their own trust companies’ 
acts after federal legislation. And it is also true in the area of deposit 


insurance. 


I am confident -- as are my Cabinet colleagues -- that with consultation, the 
federal and provincial governments will achieve the appropriate harmonization of 


their regulatory framework governing other financial institutions. 


The federal government is already seeking to improve the smooth functioning of 
our financial system and we are confident of the co-operation of the provinces. 
We are looking to harmonize financial institutions legislation with the provinces. 
I am sure I do not need to tell you that, given the great importance of our 
financial institutions in the operations of the economy, both levels of 


government must ensure the financial system is not burdened with greatly 


differing regulatory approaches. 


- 8 - 


I have undertaken preliminary consultations with several provinces. We shall 
continue to seek the views of the provinces and explore every possibility to 
harmonize and co-ordinate the legislative changes that will be taking place at 
the federal and provincial levels. This will mean more hard work, co-operation 
and open-minded attitudes -- on all sides. I believe there is the political will 


and sensitivity to respond to the national interest. 


Clearly, there is much at stake. As members of the financial institutions 

community, your input into the process and the eventual regulatory reforms are 
needed. We set in motion a process that is bringing people and ideas together. 
I have said before, and I will say it again, we need action now, not sometime in 


the future. 


The Department of Finance will release a technical paper on financial institutions 
soon. I look forward to receiving your views in greater detail -- especially on 
the development of closer working ties among different types of financial 
institutions, the trend towards concentrated ownership of trust companies and 
insurance companies. Not all the changes are of equal concern, but where 


costs are high, public policy makers must be resolute. 


We intend to provide the institutions with appropriate legislation which ensures 
the continuing confidence of the public. Public confidence is the lubricant 
which allows a smooth functioning of the financial system. Its value is not 
easily calculated. In considering the future evolution of the financial system, 
this is clearly one of the more important considerations. That is why 
developments in the future must restrict self-dealing and conflicts of interest 


and improve the powers for regulators. 


I believe -- our government believes -- that the proposals in the paper show 
our faith in the future. We believe difficulties can be resolved, consumers can 
be protected and the institutions can prosper. Just as a spark can light a 
bonfire, or one step begin a journey, these proposals can lead the way to the 


more competitive and flexible financial sector Canadians want. 
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Let me first express my thanks for the invitation to address the Canadian 
Economics Association. Coming just a week after my first budget, the occasion 


certainly is timely. 


I should tell you that on becoming Minister of Finance I was warned that one of 
the hardest parts of the job would be reconciling the spectacularly conflicting 
advice that I would receive from professional economists. Let me assure you 


that I haven't been disappointed. 


Speaking of advice from economists, I am also reminded of the story about two 
fellows who drifted off course in their hot-air balloon and ended up totally lost 
and surrounded by thick clouds. Suddenly, the clouds parted and they could 
see the ground. They called down to a man walking his dog and asked, 
"Where are we?" The answer came back, "You're up in a balloon." Then the 
clouds closed in again. One fellow turned to the other and said, "Just our 
luck to ask for help from an economist." "How can you tell he was an 
economist?" asked the other. "Because he gave us an answer that was 


absolutely accurate and not particularly helpful." 


Despite a lot of contradictory pre-budget advice from all quarters, I think 
everyone agreed in advance of the budget that the government faced some very 


difficult choices in terms of both short and medium-term policies. 


I have designed this budget recognizing that it is not just an economic 


document but also a statement of financial and social policy which must be set 


in the context of the political times in which we are living. 


I have therefore been encouraged by the response to my budget not only from 


the business and economic community but also from the general public. 


In the response to the budget I sense a strong measure of agreement on some 


key issues: 


First, there is a broadly-based understanding that the government has acted to 
control and reverse fundamentally threatening fiscal trends while taking care to 
minimize the risk of weakening the current pace of economic growth. Let me 
just summarize the fiscal problem for you. We inherited a situation in which 
the accumulated debt of the government was growing three times as fast as the 
economy. Interest charges on the debt had soared from $8 billion a year in the 
late 1970s to $22 billion last year. To continue as we were would have been to 
threaten our capacity to manage our affairs and to continue to deliver necessary 


services and programs. 


And economic growth was not solving our problems. This fast growth in our 
debt has occurred during a period when the economy in Canada has expanded 
at a rate only slightly less than in the United States where economists have 


viewed the growth rate as clearly unsustainable. 


Secondly, there is a clear sense that we have brought forward positive 
measures to encourage more productive economic behaviour. Our objective is an 
internationally competitive economy able to create the jobs needed to employ all 
our citizens; and an economy that can provide Canadians with the standard of 


living, quality of life and security that they so clearly want. 


The past week has brought me a great deal of new encouragement for the 
strong confidence that the budget places in the present and future initiative of 
Canadians. I place considerable emphasis on the future because I believe that 
more and more Canadians will be encouraged by the budget to invest more 
directly in the growth and the success of the economy. We want more 
Canadians to have a direct stake in the performance of the economy through 


ownership of productive assets, not just ownership of their own labour. 


As for the lack of perfect agreement among economists, let me just say that I 
would be more concerned if economists didn't share in the human propensity to 


see things in a rich variety of ways. Without a heavy dose of humanity, yours 
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would indeed be the 'dismal science'. And that applies equally to the job of 


finance minister. 


Let me say that in the objective of more jobs for Canadians there is no 
disagreement. There is disagreement over whether sustainable long-term jobs 
can best be created by increasing or decreasing the deficit. We came down 
strongly on the latter side but we respect the fact that all sides of the debate 


have the same admirable objective. 


In my remarks today, I want to underline some of the key philosophical and 
practical considerations that shaped the economic, social and fiscal policies in 
the budget. [I have already alluded to the most important element in our 


approach to the challenge of economic renewal -- the human element. 


In the course of my remarks, I hope you will permit me to speak for a tew 
moments somewhat beyond this forum to a wider audience. I believe this is 
particularly important in light of the kind of budget we have brought forward 
-- a budget that sends a very strong message to those Canadians in a position 


to help create a more successful economy. 


My background in the business and investment community and my experience in 


politics and government have given me a broad view of the human dynamic of 


economic and social progress. 


Despite the image of large impersonal corporations and bureaucracies, of 
mechanistic and irreversible economic forces, the fact remains that the decisions 


which ultimately determine the course of economic activity are made by people, 


individually or collectively. 


The economy is carried forward -- or backward -- on the momentum of the 
actions and interactions that result from the full range of economic 
decision-making, whether by governments, investors, corporate managers, 


consumers or anyone else in the marketplace, but in each case by people. 


The finance minister's job is important, but the fact remains that what really 


drives the economy are those myriad decisions made every day by cach and 


every one of us. 


Getting an economy to work better is fundamentally a matter of getting the 
conditions right for people to behave in economically optimal ways -- for 
example, to invest their money and their efforts in growth- and job-creating 


enterprises able to compete in the world's marketplace. 
That, in a nutshell, is the basic approach that we took to the budget. 


Accordingly, it is a budget that recognizes the central and vital role of private 
initiative and risk-taking as the driving force in generating growth, employment 


opportunities and the wealth necded to improve living standards. 


It is at the same time a budget that recognizes the crucial supporting role of 
government in the encouragement of productive economic behaviour. But it is 
also a budget that recognizes the limitations of government in this regard. 

That is the philosophical break from the past that I have repeatedly referred 


tos 


The record shows all too clearly what can happen when government overresches 
itself; when the judgments of politicians and bureaucrats are substituted for 


those of people in the marketplace. 


eonomic activity becomes more and more regulated, subsidized, distorted; 
initiative becomes increasingly frustrated. Entrepreneurship withers; efficiency 


gives way to politics and expediency. 


What Canada needs is a flexible economic framework that improves opportunities 
for entrepreneurial success. Such a framework must of course accommodate the 
possibility of failure as part of a creative process of growth -- in your terms, 
Schumpeter's process of creative destruction. In past years, we have 
developed an increasingly rigid system that hinders success and institutionalizes 


failure. And that is a very costly business for government as well as for 


everyone else. 


As deficits rise and debt grows at a rate far greater than thet of the economy, 
the capacity of government to give effective support to productive economic 
activity begins to shrink. Furthermore, the very existence of soaring deficits 
and debt itself constitutes a growing obstacle to the positive private sector 


decision-making that holds the key to growth and jobs. 


The most serious costs, however, are not measured in dollars. They are 
measured in people: young people unable to find a first job, older workers laid 
off, families plunged into debt and despair, pensioners -- our parents who built 


this country so well for us -- afraid for their future. 


The maintenance of an effective social security system is a fundamental 
requirement of economic as well as social policy. My budget addresses that 
need in a fair, socially responsible way. But disadvantaged Canadians nced 


much more than that. 


Most of all, they need an economy that works better to produce the jobs and 
the incomes that will enable them to share fully in the bencfits of living in this 


rich and favoured nation. 


Least of all co they need a government that perpetuates illusions about what it 
will take to create good, satisfying jobs and to maintain them in the face of 


ever-tougher competition in the domestic and world marketplace. 


That is why I brought forward a budget designed to be fair, realistic and 
effective. And we wanted not only the appearance of fairness, we wanted the 


reality. We wanted it to stand up to scrutiny. 


I acknowledge that fairness is one of those concepts fraught with subjective 


feelings. 


From some quarters, for example, we are constantly being told that it is unfair 


to increase taxes for individuals when the business sector could be taxed more 


heavily instead. 


Let's overlook for the moment that taxes on business have a tendency to be 
passed on, sooner or later, as taxes on people. That's one of the realities that 
finance ministers must live with. Taxes are paid by people, not by goods or 


services or buildings. 


Regardless, I simply do not buy the argument that weakening the financial 
position of the corporate sector would be helpful to those people whose only 
hope of a meaningful job depends directly on the health of the business sector 


in this country. 


Allow me to underline the point: There is nothing more fundamentally unfair 
than an economy that is stagnating for lack of effective action to get people 
investing once again in growth and job-creating enterprises. That is why this 
budget is so clearly directed at the small business community -- the part of our 
economy which has so effectively been the source of most job creation in recent 


years. 


Now I acknowledge that it would be just delightful if we could solve our fiscal 
problems by asking only rich people to carry the burden of restoring fiscal 
responsibility. But this brings us face to tace with another one of those 
sobering realities that finance ministers cannot escape: No matter how we 


define the term, Canada has an acute shortage of rich people. 


For example, those reporting total incomes greater than $60,000 in 1982 
accounted for about one and a half per cent of all tax filers. They represented 
about 10 per cent of total income and they accounted for about 18 per cent of 


the personal income tax collected. 


Notwithstanding that some high-income earners have categorically not been 
paying their fair share of taxes in this country, it is clearly mistaken to think 
that less than 2 per cent of income earners with 10 per cent of the total income 


hold the solution to the country's deficit and debt problems. 


Let me reiterate the government's commitment to introduce a minimum tax to 


take effect in 1986 to ensure that high-income earners pay a reascnable share 
of the tax burden. 


All things being equal, I would have introduced such a tax in time for the 

current year. But we must recognize that there are serious issues involved in 
the design of such a tax. An improperly designed minimum tax could not only 
be unfair in its own right but could have a damaging effect on the job-creating 


economic growth that the budget is designed to support. 


The costs of putting the government's finances and the country's economy on a 
stronger footing must and will be shared widely and fairly. But let's also keep 


the benefits of our policies in perspective -- they too will be shared widely. 


For example, reducing deficits and controlling the borrowing requirements of 
government will ease pressure on domestic interest rates. A relatively modest 
drop in the level of interest rates can more than offset the effect of all the tax 
increases in the budget for many millions of Canadian consumers and 
homeowners. And all of us will be better off as the economy grows, generating 
more jobs and more wealth to help sustain and improve living standards for 


Canadians in all income groups. 


Some commentators have described the budget's approach to economic renewal as 
a form of "trickle-down" economics. I suppose that is another of the 
discouraging realities that finance ministers must accept -- the certainty that 
some people will get things 100 per cent wrong in attempting to describe the 


government's policies. 


If ever a budget put the emphasis directly where it is needed to encourage 


job-creating economic growth on a broad and durable basis, it is this budget. 


When more and more Canadians invest in risk-oriented enterprises with the 


capacity to create growth and jobs, then the reservoir of economic benefits is 


increased in a direct and dynamic way. 


When a small business is established or begins to grow because of the initiative 
of individual Canadians, the benefits don't trickle down -- they flow out 
directly into the economy and to people. The capital gains exemption by its 
design is directed at small business and middle-income earners to give them a 


strong incentive which will result directly in job creation. 


For too long, Canada has settled for economic and fiscal policies that all but 
guarantee a mere trickle of benefits for Canadians. Changing that pattern will 
be a long and challenging undertaking, but change it we must. And my budget 


has taken a firm step on the road to change. 


The problems of the deficit and the debt; of excessive government intervention 
in the economy; of an under-developed private sector; all these have beer well 
understood for some time. The difference in my budget is not in the analysis 
of the problems; it is in the actions that we have taken, the measures we have 
put in place, to face our problems head on now and in the years ahead. My 
budget makes a fundamental break with the past in coming to grips with our 


economic challenges. 


I have been talking, in one form or another, about the realistic balance that 
the government has demonstrated in its approach since taking cffice last 


September. 


Just as fairness is an essential aspect of this balanced approach, so is the need 
for policies that are effective. Without fundamental economic renewal, the 
foundation for growth and new employment will continue to be shaky. Without 
the new spirit of reconciliation and harmony that this government is building 
across the country, we will not be able to build the stable, balanced base 
1ecessary to ensure economic progress all across Canada. We must continue to 


move forward in a careful, balanced and comprehensive way. 


Nowhere is the concept of balance more central to the budget than in our 


measures to restore order to the government's fiscal affairs. 


But it isn't the kind of temporizing balance that comes from finding the 
mid-point on a numerical scale or a spectrum of opinion. I am talking here of a 
balance that reflects the real needs of the economy as we faced them in both 


the short and lenger terms. 


For example, some commentators have suggested that the budget's short-term 


fiscal stance reflects a political saw-off designed to split the difference among 
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those who wanted either a smaller deficit or a larger one. In other words, a 


political compromise solution for an economic and fiseal problem. 


On the contrary, I suggest that the most politically advantageous deficit figure 
to bring in would have been just under $30 billion -- if we had focussed only 
on the fiscal element of the budget package. But the choice we made reflects 
our judgment of the most responsible policy course in the current economic 
context. That context includes some uncertainties about the future course of 


the American economic recovery. 


And it reflects our desire to set in train today the policies which would have a 
meaningful but balanced impact on the deficit in the medium term. From the 
start it has been a commitment of this government to carry out a firm, 
measured program of deficit reduction over the medium term. We have 
honoured that commitment with a set of policies that will bring about lower 
deficits and contro! of the debt without tipping the economy off its current 


growth course. 


The shorter-term impact on the economy of the tax increases must be balanced 
against the tax decreases, the freeze on unemployment insurance premiums, the 
release of existing RHOSP funds into the economy and major proposals te boost 
private initiative and productive investment throughout the economy. ‘The 
longer-term measures also have the advantage of taking effect in a gradual 
way. This is particularly the case with the modified indexation of the personal 
income tax system and of some transfer payments to individuals. And we have 
continued to provide full indexation for the guaranteed income supplement for 


the neediest elderly citizens. 


The longer-term impact of our policies is nonetheless equally in harmony with 
the inescapable need for firm and sustained reduction of deficits and control of 
accumulating debt. By the 1990-91 fiscal year, we forecast that the 
discretionary actions we have taken will have reduced the projected annual 
deficit bv $20 billion and will have cut a total of $75 billion from the projected 
public debt. That represents a dramatic improvement over the situation thet 


this government inherited less than nine months ago. 


—- 10 = 


I want to emphasize that the economic assumptions underlying the budget's 
fiscal projections are as conservative as the budget is progressive. We have 
assumed, for example, a significant slowdown in the United States economy to a 
real growth rate of 2 per cent in 1986. Our interest rate outlook is based on 
the expectation of moderate improvement in conditions, but certainly no dramatic 
reduction in real interest rates. These are projections which we are targetting 
to improve upon. They are also projections designed not to create illusions 


that our actions are based on false hope. 


In addition, I strongly believe that it is not possible for econometric models to 
quantify factors such as growing economic confidence -- or even the impact of a 
measure as specific as the capital gains exemption which the budget introduced. 
Just how well we can do to create growth and jobs is neither measured nor 
limited by our forecasts. The fact that this response cannot be measured does 
not in any way minimize my confidence that increased growth and jobs will 


result. 


We were committed as well to carrying out deficit reduction primarily through 
expenditure control rather than tax increases. Again, this reflected a judgment 


about the proper balance needed to ensure the best economic results. 


Fully 80 per cent of the projected reduction in deficits in 1990-91 will result 
from action on the expenditure side in November and in this budget, and only 


20 per cent from our tax actions. 


Finally, the concept of balance is inherent in the fact that so many of the 
initiatives to reduce government spending will make a contribution on several 
levels at once -- not just to deficit reduction but to more effective and efficient 
government, to improved fairness in the tax system and to the removal of 


obstacles to the growth of the private sector. 


I want to emphasize that the budget is one step on a much longer journey to 
economic renewal. For instance, the job of making government more efficient 
and effective in its own right and in Supporting economic growth has really just 


begun. Our trade initiatives have just begun to explore the possibilities for 
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providing Canada with the secured access to international markets that are 


essential to growth and jobs. The list goes on and the work goes on. 


As I said earlier, the response to the budget has been encouraging. I am 
particularly encouraged by the broad acceptance of the budget'’s premise that 
all Canadians, one way or another, must participate in the drive to restore 


productive economic vitality on a durable foundation. 


Some say the budget doesn't go far enough fast enough. I respect that point 


of view. 


Some have suggested, on the other hand, that this government is attempting 
far too much -- trying to bring about a fundamental change in the economic 


culture of the country. That is not quite correct. 


I believe such a change is already under way -- largely driven by the realities 


of international economic developments. 


The issue is whether Canada and Canadians will make the change to a more 
dynamic, more entrepreneurial and more innovative economy quickly enough to 


maintain and improve our economic position. 


There is reason to be confident that we will succeed. We have learned from 
bitter experience that economic and fiscal failure can be self-reinforcing. Now, 
with the help of forward-looking new policies that reinforce positive change, I 


believe Canadians can more than meet the test of the future. 


It won't be easy. It will take time. But through our individual and collective 


efforts, we have begun to build a new tradition of success on a foundation of 


renewed strength. 
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It is a pleasure to be back in Vancouver. 


Even on the "laid back" West Coast, I am sure there is an occasional feeling 
that the world today moves fast -- that is particularly so with regard to 
financial markets and institutions. The "things" we all talk about, whether 
they be attitudes, modes of transportation or financial institutions are changing 


rapidly. 


Change is a word that means a great deal to our government too. We were 
elected to bring about positive change in the economy of Canada. I believe 
we have been doing just that. And, with the budget, we take our economic 
goals a step further -- with action. We are encouraging private initiative; 


managing government more effectively; and controlling the national debt. 


In the matter of the national debt, we are carrying around a burden that -- 
frankly -- is weighing us down. It is part of a vicious circle of high 
unemployment and our rapidly growing national debt. These are the two most 
serious problems facing Canada. And they are instrinsically linked. High 
deficits constrain our ability to promote growth and create jobs. High 


unemployment, in turn, contributes to even higher deficits. 


Our budget contains measures that address both of these problems in a 


balanced and coherent way that also encourages economic renewal. 


The budget emphasizes fiscal responsibility. But it is not a "deficit control for 
the sake of deficit control" budget. Such a philosophy has no place in the 
plans of our government. The issues at stake are too complex, too interwoven, 
to be determined by any one narrow philosophy. The budget measures have 
been carefully selected and balanced to further the broad goal of economic 


renewal. We will continue in this approach. 


There is concern for people in our deficit control actions and in our efforts to 
restore individual responsibility. We have demonstrated this concern by facing 
the real problems that stand in the way of the better future we all desire. 

But, there is no room for wishful thinking in our policies. We -- or any other 


government -- cannot be all-knowing and all-giving. 


By bringing forward realistic, effective policies, we recognize the part 
individuals must play in the challenge of economic renewal. We are showing 


Canadians that we believe in them and their abilities. Moreover, we are acting 


with respect for the wishes of Canadians -- now -- and with the aspirations of 
Canadians -- for today, tomorrow and the day after tomorrow. 

Canadians -- whether they live on the west coast, the east coast or anywhere 
in between -- know that we are a government of action. A government that 


faces problems realistically. We are keeping the economy going. We are 
proposing the best solutions to the very real and serious problems in the fight 
for economic renewal. And Canadians have told us they want to take part, to 


contribute to economic renewal. 


In our first full budget since taking office, we made some difficult and tough 
decisions. But we have made the decisions with a sense of fairness and 
compassion. They are well balanced decisions. They protect those Canadians 
who most need assistance from the government. And they give creative, 


innovative and energetic Canadians a chance to show their stuff. 


It is a budget of opportunity. The future of our economy -- our future -- 
depends on the ability and innovation of individual Canadians. Our budget 
puts forward initiatives for Canadians to make their own decisions -- including 
the investment decisions that create jobs. That investment is our future. Our 
government is confident that Canadians will do it -- that you are willing to 


make good things happen. 


In all of our discussions we heard from Canadians determined to build a society 
in which we share with each other the responsibilities and the burdens. Our 


budget reflects what we have been hearing from Canadians -- and we have been 


- 3 - 


hearing a lot. In fact, this budget has benefited from the most extensive 
consultations in Canadian history. Canadians told us they can do it, but that 


| they need a government working with them not against them. 


At the Regina First Ministers' Conference, for instance, the Prime Minister 
carried the message of mutual respect, co-operation and self-reliance to the 


other levels of government. And we listened to the provinces' views. 


At that conference, my colleague, the Minister of Employment and Immigration, 
announced a new approach to training and employment. The old ways did not 
work. Our new approach aims at career development not just short-term jobs. 
Our approach is practical and innovative and is designed to take advantage of 
your knowledge of businesses, large and small in the local communities. You 
are the people who know what jobs will be needed tomorrow -- not just what 


was missing yesterday. 


In our May 23 budget we allocated an additional $900 million for fiscal year 


1986-87 to these training and employment programs. 


My colleague, Pat Carney, the Minister of Energy Mines and Resources, has 
also demonstrated -- through her energy accords with the producing provinces 
-- our determination to build a vital petroleum industry in Canada. And we 


will build it in harmony with the provinces and with the private sector. 


The legislation tabled with the budget gives effect to the Western Energy 


Accord. This accord and the one signed with Newfoundland will ensure that alJ 


Canadians share in the benefits. 


Even before the budget, of course, we recognized that there are those in 
Canada who continue to need government assistance. In November, the 
government extended eligibility for the spouses! allowance for the elderly to an 
additional 85,000 low-income widows and widowers. We accepted the concept of 
employment equity brought to us by Judge Rosalie Abella. We are moving on 


divorce laws and the Criminal Code. 


In the budget, we are proposing to broaden the definition of disability for 


income tax purposes. This proposal is expected to benefit 120,000 individuals. 


Some of the decisions arising from our studies were difficult to make -- like the 
changes to indexation. But they are part of the necessary measures in our 
fight for a reduced deficit and to create an environment conducive to 


employment. And 1 believe our decisions are fair. 


This is our first budget. One of our major goals is to make government more 
effective and improve management. We also believe that sustained economic 
renewal will have to come from a revitalized private sector. However, before 
asking Canadians to share in the journey to economic renewal, we had to 


demonstrate that we were tightening our own belt. 


During the election we told Canadians that we knew there was a need -- an 
absolute need -- for change to responsible fiscal management of the 
government's affairs. Canadians agreed with us. And time and time again -- 
in just eight months -- we have proven we meant it. We have reduced 
government overhead, streamlined programs and procedures, restrained growth, 


rationalized programs and eliminated waste. 


Our approach has been careful, balanced and systematic. We tabled, with the 
budget and on behalf of the Deputy Prime Minister, the first report of the 
Ministerial Task Force on Program Review. It sets out the decisions our 


government has taken in this important area of government responsibility. 


These actions demonstrate to Canadians that we are serious. We are determined 


that fiscal responsibility will be restored. 
And we have turned to Canadians to take a full part in the efforts, too. 
We are providing opportunities for Canadians who are willing to work hard and 


bring about their own prosperity. As Michael said in his budget speech, we 


are rewarding success, not subsidizing effort. 
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We are reducing the red tape that strangles initiative. We are making 
government simpler, more effective and more efficient. We are making it more 
easily accessible for Canadians -- and particularly for those who need 


government assistance. 


Changes proposed in the budget enhance opportunities for Canadian 
entrepreneurs. They encourage Canadians to become more self-reliant and to 
invest in our future. We have also assured Canadians that they will be able to 
enjoy the fruits of their labours. The lifetime capital gains exemption of up to 
half a million dollars provides significant recognition of the effort and initiative 
of individuals and will free up funds for investment in small and growing 


enterprises. 


The innovative spirit of labour organizations was also accorded full recognition 
in our budget. Tax assistance will be given to individual investors in 
labour-sponsored venture capital initiatives -- along the lines of the Quebec 


Federation of Labour's Solidarity Fund -- that receive provincial tax assistance. 


Let me take a moment to mention our proposed amendments to the Pension 
Benefits Standards Act. These proposals would go a long way to establishing 
more appropriate and effective minimum standards for federally-regulated 
pension plans. Vesting and locking-in standards are improved as well as 
portability, increased eligibility and early retirement benefits. The proposals 
benefit women through improved survivor benefit regulations, standards for 
pension benefit splitting on marriage breakdown and equality standards. The 


proposals would provide for better disclosure to employees of information 


relating to their plans. 


Our budget proposals for pension fund investment and the RRSP changes 


reflect our faith in the ability of Canadians to be able to make their own 


investment decisions. 


We are saying: invest -- it's your future, too. And we are saying the 


government will let you help make Canada strong and prosperous. 
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My purpose today is not to repeat all our budget proposals. I want also to talk 


about my financial institutions discussion paper and how that process of change 


is progressing. 


My discussion paper -- like the budget -- like our government -- is about 


positive change. 


In the paper we recognized the key role of the financial institutions sector and 
that we did not have to start changing the system from scratch. Our 
proposals, therefore, ensure that our existing system continues to work well 


and is able to adapt to changing conditions in the marketplace. 


Speaking as a Conservative, I am comfortable with the principles that we have 
put forward for the financial institutions. They speak to many of the values 
we share, namely a respect for equality of opportunity, a desire to see 
economic efficiency and competition, and continued economic expansion and 


growth. 


Since the release of the paper I have met with many representatives from the 
various financial institutions and governments. I would like to comment on some 


of the reactions I have received. 


By and large, industry groups view the paper as a constructive effort to bring 
about positive and needed change. They generally approve of the policy 
directions taken in the discussion paper and have voiced support for many of 
the specific mechanics for implementing the policies. I have also received 
different views on how best to achieve some of these principles and will, of 
course, give them full consideration. All institutions have also told me that 


they are eagerly awaiting the technical paper which will be released in the 


coming weeks. 


As you know, I have discussed the paper with a number of my provincial 
counterparts, too. The tone of these meetings has been co-operative and the 


desire is there to ensure a sensible meshing of federal and provincial 


responsibilities. 


It is natural in an area where federal and provincial jurisdictions are so 
intricately intertwined for the sharing of responsibilities and boundaries of 
‘jurisdictions to be important topics. The theme of harmonization of policies has 
been perhaps the keynote of the discussion paper and the message I have tried 


to drive home with the most force. 


The provinces are sensitive to the fact that the policies proposed in the 
discussion paper recognize, respect and support their role in the regulation of 
financial institutions and activities. Our government, as a matter of principle, 
is working closely with the provinces. We are not proposing a "power grab" or 
a re-shuffle of constitutional authorities. We want to co-operate in harmonizing 
our individual approaches to the benefit of both levels of government, the 


institutions and consumers. 


The technical paper will, I think, reinforce this point. It will also clarify other 
key areas and will help you get a better understanding of how the proposals 


will work. 


The technical paper focuses, for example, on how the financial holding company 
and Schedule C bank structure might work; how the self-dealing and conflicts 
of interest controls might work; how the legislation for non-bank financial 
institutions might be modernized, with particular emphasis on rules for 
investment and lending. This paper will also try to sort out some of the 
problem areas, but it is clear that it will not be able to resolve all the 


outstanding questions; some of which will have to be dealt with later in the 


draft legislation. 


This paper, too, remains in the "discussion paper" mode, although it will take 
the discussion forward in terms of specifics. 1 am looking for feedback -- 


before the end of July. I want to hear about problems and I also want to hear 


about some solutions. 


Let me indicate -- briefly -- the kind of additional information that you can 
expect from the technical paper. For example, in the first discussion paper the 


suggestion was made that greater responsibility could be placed on boards of 
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directors to provide internal scrutiny of institutions' activities. The technical 
paper puts forward for discussion a number of concrete proposals as to how 


this goal could be achieved. 


As another example, the technical paper reviews some of the ways "Chinese 
Walls" have been created in practice in other countries. And how and where 


they might be applied in Canada. 


Of course, those are just some of the questions that the discussion paper 


addresses. 


Like our budget of May 23 -- and our overall philosophy -- the proposals in 
the discussion paper can best be described as firm, but fair. The budget 
gives inspiration to those who are innovative and dynamic; it shows 
consideration and action on behalf of those who are most in need. The financial 
institutions paper opens the door to opportunities for financial institutions -- 


while protecting consumers. 


We were able to formulate our proposals with the concerns of Canadians and the 
industry in mind and with their ideas guiding us. We were able to benefit from 
views in all regions and from all sectors. In short, we were able to take 


advantage of perspectives from all across Canada. 
Where do we go from there? 


While we are awaiting the submissions that will come in after examinations of the 
technical paper, preliminary work has started on draft legislation and it will 
continue throughout the consultation period. The parliamentary committee will 
also review the discussion and technical papers and will receive submissions 
from the public. We are looking for a report by the end of September. I 


intend to table draft legislation as soon as it is ready and as soon as it can be 


slotted into the legislative agenda. 


Canadians know that we can each contribute in one way or another to a better 


Canada. And, unless we all shoulder a part of the burden, the results will be 
more difficult to obtain and will take longer. 
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Our government intends to make it possible for each and every individual and 
business in Canada to succeed -- based on effort and hard work. Government, 
certainly government working alone, cannot bring about miracles of economic 
recovery and instant harmony. But together we can create the Canadian 


society we want. 


We have the political will in Canada to face the problems. And we have the 


economy and the people to face them successfully. 
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It's a pleasure to be back in "friendly Manitoba". I am grateful for your warm 


welcome and for the opportunity to address the Canadian Club of Winnipeg. 


The budget the government presented to Canadians four weeks ago tomorrow 


has produced a significant, though predictable amount of analysis. 


Sound and systematic analysis of anything -- whether a painting, a football 
game or a federal budget -- seems to me to proceed through a few basic 
phases. 


First, there is the immediate overall impression or the first intuitive 
assessment -- the sort of reaction the budget gets on budget night, or the day 


after. 


Next, there is the examination of the separate, individual parts which make up 
the whole. Since the budget, many of the separate measures have come in for 


close scrutiny. Given the comprehensive nature of the budget, that is bound 


to continue. 


Finally, if the analysis is thorough and progresses to its logical conclusion, 
there is an ultimate synthesis. In this final stage the relation of the parts to 


the whole and vice versa is assessed. At this last stage a balanced perspective 


should be achieved. 


Unfortunately, all too often, analysis and assessment in the political arena stop 


short after the second phase. 


In the case of the budget that we tabled last month, its diversity and 
multiplicity of measures make it especially important to view the budget as a 


whole; to recognize it for what it is -- an integrated strategy to help us in the 


continuing process of economic renewal. 
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This budget is directed, first and foremost, at laying the foundation for future 
growth and wealth creation. And the reason for that is simple -- without a 
secure foundation of economic growth, we will not be able to provide the 


services and programs that Canadians want and need. 


To achieve growth and jobs, the budget has at one and the same time three 
basic thrusts: to encourage private initiative and productive investment; to 
improve the efficiency and effectiveness of government; and to regain control of 
the national debt. All the measures in the budget support one or more of these 


basic thrusts. 


I noted earlier that many of the budget analysts have been vocal. Change is 
never easy to accept and this budget is about fundamental change -- change in 


attitude; change in approach. 


Some of that change has been forced upon us by the problems we have 


inherited and by the changing world around us. 


But other changes are based on a new approach to solving those problems and 


meeting the new challenges. 


Fundamental to that new approach is our view of the job and wealth creation 
process. It is our belief that creativity is an individual, not a bureaucratic 
act. It is unpredictable; and it cannot be imposed or directed from above. 


Governments don't create jobs and wealth. People do. 


That is why we believe the proper role of government is to provide the 
conditions for job and wealth creation through private initiative -- through the 


investment of time, skills and effort by people. 


The budget is designed to create the conditions for productive investment by 
people because that is the surest way to create job opportunities. By 
improving the conditions for investment, we intend that private investors will 
have the confidence, the encouragement and the resources to drive the economy 


to renewed growth and strength. 


ae 


The $500,000 lifetime capital gains exemption is the cornerstone of our new 
approach. It is intended as a major and dynamic signal to trigger a 
fundamental change in the attitude of Canadians towards savings and 
investment. It is a bold statement to Canadians that capital is not income. 


Capital produces income, just as trees produce fruit. 


Over the years, Canadians have gained a reputation as a nation of savers. 
Most of those savings have gone to the public sector in the form of 
interest-bearing debt. And while the government uses some of that money to 
invest in what we cali fixed assets, most of it is funnelled into immediate 
consumption, such as servicing the ever-increasing interest payments on the 


national debt. 
The capital gains exemption is designed to change this approach. 


That measure says loud and clear: Instead of favouring the public sector, debt 
and consumption, we must begin to invest our savings in the private sector, 


equity and production. 


That is the long-term objective of the capital gains exemption -- to encourage 


Canadians to rebuild the capital base of Canada that finances our way of life. 


It is clear that a large measure of the innovative, growth-generating dynamism 
that can activate our economy now and in the years ahead will spring from small 
and medium-sized businesses. For them to turn ideas into growing business 
ventures, investment capital is vital -- particularly in the crucial start-up 
phase. We would like to see a substantial amount of new investment helping to 
launch fledgling businesses. The capital gains exemption will ensure that both 
those who commit their personal resources and energy to launching a new 


business; and those who take a stake in these enterprises will reap the rewards 


of their success. 


Of course, the capital gains exemption is not only of benefit to small 


businesses. We hope Canadians will want to become shareholders of large 


corporations as well. That too is helpful to the economy. Investment in large, 


existing corporations will help many firms to improve their balance sheets so 
that they can invest in new plants, new products, new technologies and new 
markets. In the end Canadians will benefit from the new jobs and improved 


incomes that their investment makes possible. 


Some analysts have claimed that the capital gains exemptions will set off a new 
spiral in housing and land prices, and that Canadians will invest in art, 


antiques and other inflation hedges, rather than Canadian enterprises. 


I frankly do not think that there is any such risk that Canadians will flock to 
such inflation hedges. The investment conditions of the 1980's are not the same 
as those of the 1970's. Indeed, rather than a surge into art, gold and 
paintings, I envisage a surge out of these assets and into investments with a 
greater chance of future capital growth. Fences would not keep people in. 
They would keep people out by limiting their ability to sell their artifacts and 


invest the proceeds in more productive assets. 


But there is another reason why we have chosen to end the old ways of rules 
and regulations. We do not think that politicians and bureaucrats should 
impose their judgment on Canadians. That is what created our problems in the 


first place. 


We want Canada to be a country where people want to invest, not where they 


are forced to invest by the state. 
So far, I have discussed only the capital gains initiative. 


Another vital component of our investment strategy is to encourage pension 
funds to invest in equity capital of small and medium-sized businesses. As you 
Know, pension funds are among the largest and fastest growing pools of capital 
in the country. In the budget we announced that registered retirement savings 
plans and registered retirement income funds will be eligible to invest in private 
Canadian corporations with which they deal at arm's length. In addition, 
pension funds will be allowed to set up tax-exempt small business investment 


corporations to channel their investments into small businesses. 


These and other measures should help to redirect significant amounts of capital 
into small and medium-sized enterprises. And the available pool will be further 
enlarged as a result of two other announcements in the budget. Membership in 
pension funds will be broadened for Canadian workers, particularly part-time 
workers. In addition, contribution limits on RRSPs will be increased 


significantly over the balance of the decade. 


These are all positive initiatives to encourage productive investment. Going 
hand in hand with these initiatives is another central aim of the budget: that 
is to give Canadians the opportunity to re-discover the spirit and the 
satisfaction of self-reliance. I would wager than many Canadians do not for a 
moment consider that they are not self-reliant. Yet one of the destructive 
consequences of the gradual but relentless intervention of the government in 
the economy in the past fifteen years has been the erosion of self-reliance as a 


prime motivating force in our society and our economy. 


When self-reliance is stymied by an impenetrable barrier of government rules, 
regulations and red tape, even the most determined individuals can give up in 
frustration and disappointment. Inertia takes over. Increasingly, this has 


been the case in Canada. 


Canada needs to encourage the exercise of self-reliance as a fundamental virtue 


and as a national trait. The vitality of dur economy depends on it. 


In no area of the economy is self-reliance more likely to be found than in the 
small business sector. Small business is where bright, energetic, hard-working 
Canadians have the greatest opportunity to turn their ideas into their 
livelihood; small business is where self-reliance, initiative and determination are 
a prerequisite for economic survival; small business is where success brings a 


uniquely personal satisfaction, because success is truly self-made. 


The budget includes a number of measures that will rekindle and nurture 
self-reliance among Canadians. The capital gains exemption will promote a new 


willingness to take a risk in building the economy, with the chance of reaping 


amply the rewards. 
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The major reforms to the private pension system which we announced in the 

budget will also promote self-reliance in saving for retirement. The proposals 
significantly improve the pension rights of all Canadians, but will be especially 
welcomed by women. The reforms will afford Canadians more opportunities and 


a better chance to build an adequate pension. 


But no amount of investment or inspired self-reliance will ensure economic 
renewal if we do not also gain control of our serious debt problem. To ignore 
this problem would have increasingly negative effects on investor confidence. 
And this could deny Canada the investment, both foreign and domestic, that we 
require to fuel economic growth and to generate employment. We have been 


straightforward about this from the start. 


What the national debt is in fact saying to us -- and what we have been trying 
to communicate to Canadians since we took office -- is that the deficit is indeed 
a threat to our prosperity and to our ability to finance government programs in 


the way we all desire. 
That's the message that's getting lost in the current debate. 


The debt tells us that we cannot indefinitely borrow prosperity that hasn't yet 


been earned. 


The budget says that we need to get back to the basics of creating and 
producing wealth so that it can then be distributed as generously as we would 


wish. 


Let me summarize the fiscal problem for a moment. Last September we inherited 
a situation in which the accumulated debt of the government was growing three 
times as fast as the economy. Interest charges on the debt had soared from 

$8 billion a year in the late 1970s to $25 billion this year. To continue as we 
were would have been to threaten our capacity to manage our affairs and to 


continue to deliver necessary services and programs. 
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In addition, allowing the debt to spiral would have created expectations in 
financial markets that we would resort to "printing money" as a way of diluting 
the debt. That would have intensified upward pressure on interest rates, 


downward pressure on the currency and crowded out business investment. 


And while economic growth must be part of the solution to our problems, clearly 
it can't be the whole solution. The serious structural component of the deficit 


is simply too large. 


The measures we announced in the budget, together with those implemented last 
November, are a solid step toward restoring order to the nation's financial 
position. They help create a more positive and stable environment for 
investment and growth. They will reduce the estimated deficit by almost four 
and a half billion dollars this year and by over $8 billion in 1986. And this 


impact of the measures will grow over time. 


We have established a clear plan for dealing with this problem over the 
remainder of the decade. It is a balanced approach that reflects the real needs 


of the economy as we face them in both the short and longer terms. 


Our deficit reduction measures reflect what we believe is the most responsible 
policy course in the current economic context. That context includes some 


uncertainties about the future course of the American economic recovery. 


Because of these uncertainties, we have chosen to control the deficit now and 


to put into effect policies which will have a meaningful but balanced impact on 


the deficit in the medium term. 


In the shorter term, we have attempted to balance the impact on the economy of 
the budget's tax increases and expenditure reductions against the tax 
decreases, the freeze on unemployment insurance premiums, the release of 
existing RHOSP funds into the economy and major proposals to boost private 
initiative and productive investment throughout the economy. And in the 


longer-term, we have timed measures to take effect in a gradual way. 
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While our policies must and will remain sensitive to today's needs, the 
longer-term impact of our policies is nonetheless consistent with the pressing 
need for firm and sustained reduction of deficits and control of accumulating 
debt. By the 1990-91 fiscal year, we estimate that the discretionary actions we 
have taken will have reduced the annual deficit by $20 billion and will have cut 
a total of $75 billion from the public debt, compared to what they otherwise 


would have been. 


This is a tremendous improvement over the dangerous situation we faced when 
we took office last September. Indeed, at that time we discovered to our 
chagrin that the deficit was running $5.0 billion higher than the projection in 
the previous budget. Some increase had been expected, given Mr. Turner's 
warning that the deficit would be "somewhat higher". But $5 billion was 
"somewhat higher" than "somewhat higher!" However, we were also surprised 
to discover that future deficits were on a rising trend, not the declining trend 
as Mr. Lalonde had indicated, even with falling interest rates. We have no 
doubts that the success we have demonstrated in turning around this trend will 


be reflected in renewed investor confidence today and in the years ahead. 


I want to emphasize that the economic assumptions underlying the budget's 
fiscal projections for the next two years are realistic and prudent. Our deficit 
reduction strategy is based on real discretionary actions and not unrealistic 
assumptions. We have assumed a significant slowdown in the United States 
economy to a real growth rate of 2 per cent in 1986. We have also assumed 
90-day commercial paper rates of 10 1/2 per cent this year and 10 per cent 
next year. These are both very conservative assumptions. There is a very 
good chance that performance will be more favourable, and the federal deficit 


correspondingly lower. 


We also believe that the medium-term performance of the Canadian economy will 
turn out better than the projections tabled with the budget. Those projections 
are based on econometric models which are unable to take into account factors 
such as growing economic confidence -- or even the impact of a measure as 
specific as the capital gains exemption which the budget introduced. They are 
also often based on outdated information. Witness the recent revisions by 


Statistics Canada to disposable income figures -- revisions which improve the — 


outlook for consumer spending. Just how well we can do to create growth and 
jobs is neither measured nor limited by a computer. The fact that human 
behaviour cannot be measured by computers does not in any way minimize my 
confidence that increased growth and jobs will result. In fact, it increases my 


confidence. 


We were committed to carrying out deficit reduction primarily through 
expenditure control rather than tax increases. Again, this reflected a judgment 


about the proper balance needed to ensure the best economic results. 


Fully 80 per cent of the reduction in deficits in 1990-91 will result from action 
on the expenditure side in November and in this budget, and only 20 per cent 


from our tax actions. 


If the second major thrust of the budget was to regain control of our financial 
affairs, the third major thrust of the budget is to improve the efficiency and 
effectiveness of government. Like the deficit, the government-created web of 
regulations, subsidies and other forms of intervention which has grown over the 
years has created a major obstacle to growth. Though every bit as real as the 


deficit, this complex web is more diffuse and less easy to measure and 


quantify. 


The Nielsen Task Force has made a good start at the complex process of 
restoring efficiency. And the process of review will continue until a responsive 


and streamlined government complements a growth-oriented private sector. 


We are pleased with the reaction of the private sector to our efficiency 
measures so far. I think there is a growing recognition that a new government 
does not have the range of options for turning around a less than efficient 
organization that a new executive of a private corporation has. Clearly, 
ill-considered haste could do more harm than good. That is why we are making 


haste slowly. We are determined that we will not take one step forward and 


two steps back. 
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I said at the outset that a thorough and fair analysis of the budget requires 
that it be judged as an entire entity. If this perspective is brought to bear, 
the budget will be seen -- and I am confident is being seen -- as a realistic, 


effective and fair approach to Canada's economic problems. 


The budget puts a rein on the deficit and the accumulating debt. It does so 


with firmness, but with sensitivity to the delicate course of economic growth. 


The budget implements efficiency measures to ensure that government 


complements a strong and effective private sector. 

And it provides opportunities for job-creating investment. 
The challenge is there. 

The opportunity is there. 


Now is the time for Canadians to seize that opportunity, and to produce the 


jobs and prosperity that we all seek. 
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I welcome the invitation to address the Canadian Automobile Association. 


The CAA represents an important national constituency with an economic role 
which can hardly be over-estimated. As Minister of State for Finance, I need 
no reminding of the pervasive impact of the decisions of automobile buyers and 


users on the national economy. 


In my remarks today, I intend to address you not so much as members of a 
national automobile association but as members of the national economy that 
provides the income to pay for the car in the driveway, not to mention the food 


on the table and the clothes on our backs. 


I also want to speak to you as Canadians who care about the future of this 
country and about the future of all its citizens. And I emphasize the word 


"all" as a prelude to my message here today. 


That includes the very young who can only trust in our ability to manage this 
country with prudence and foresight so that they might have a fair chance to 


build fulfilling lives and careers. 


It includes all those young people coming of working age and confronting an 


unemployment backlog of 1.3 million Canadians -- and hoping that somehow they 


will have their chance at a decent job. 


It includes the 1.3 million unemployed, many of whom have seen their hopes 


shattered by the failure of the economy to grow strongly enough to create jobs 


and wealth. 


It means, in short, all Canadians, young and old, who want to see this country 


placed firmly back on the road to meaningful prosperity. 


It was in just such a perspective that the government accepted the challenge of 
economic renewal. And it is essential that we keep this perspective clearly and 
fully before us as we work to build an economic future of hope and opportunity 


for all Canadians. 


We must not lose our focus on the fundamental challenges of economic renewal. 
We must not lose confidence in our ability and our willingness to do what is 


necessary to meet those challenges. 


Nothing is more important than confidence in meeting the test of Canada's 
future. And confidence ultimately depends on believing in our own individual 
and collective capacity to face reality, to accept responsibilities and to grasp 


opportunities. 


Before our government was elected we told Canadians that the creation of jobs 

in Canada had been severely damaged by the loss of economic confidence, 
confidence in the future of our country. And we promised that a revival of 
economic confidence would be a powerful force for the creation of jobs throughout 


the economy. 


The election of this government made a dramatic difference to the level of 
confidence about the future of the Canadian economy. But it was confidence 
based not simply on changing the people who form the government or on the 
positive words we had spoken. It was confidence based on an expectation that 
real changes would be made to improve the performance not only of government 


but of the national economy. 


In the Economic Statement presented in November, the Minister of Finance 
described the situation in which the confidence of Canadians had been steadily 


eroded. I believe it is worthwhile to repeat those words: 


"When Canadians looked back, they saw an unprecedented decade of soaring 
government deficits and rising unemployment; of expansive, intrusive government 
and sluggish, uncertain economic growth ... an economic world that had changed 
and a country that had not kept pace with that change ... their government 


and their economy dangerously off course and off balance." 
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Accordingly. we presented a comprehensive set of new policy directions in the 
Agenda for Economic Renewal. The central theme was change -- the need not 
only to adapt to change as it happens inescapably to all of us but also to take 
the initiative in bringing about positive change. Change that will renew the 
Canadian economy and strengthen its capacity to grow and create jobs and to 
prosper in a tough international marketplace. And we took some actions to deal 


with some urgent priority needs. 


But more than just spelling out the need for change, we gave our commitment 


to take the necessary further action after full consultation with Canadians. 
We identified the essential elements of the economic renewal strategy: 


as Action to foster a climate for investment and innovation, for the birth and 
growth of new enterprise and for the improved competitiveness that is so 


essential to the creation of jobs. 


-- Action to make government more efficient and more effective in its own 
right and in its job of supporting, rather than hindering, productive 


economic activity; 


-- And action to control the growth of the national debt which increasingly 


undermines confidence in the future. 


The Agenda for Economic Renewal and the initial measures which accompanied it 
gave a further strong boost to confidence. Our analysis of Canada’s economic 


problems and our directions for change were remarkably well-received. 


More importantly, rising confidence was translated into positive decision-making 
all across Canada -- and into actions which gave the economy a powerful 


boost. The prospect of long-term economic renewal touched off an immediate 


economic revival. 


There is no more important measure of that revival than the creation of jobs. 
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Since last September more than 270,000 jobs have been created. That is nearly 


three times the number created in the same period a year earlier. 


During April and May almost 160,000 jobs were created -- the biggest two-month 


increase in employment on record. 


Since last September employment has increased by 2.5 per cent compared, for 
example, with 1.5 per cent in the United States. During the same period the 
unemployment rate has dropped by 1.1 percentage points compared to a drop of 


only 0.1 percentage point in the U.S. 


These encouraging employment figures reflect the fact that total economic output 
in Canada has been rising at a rate more than twice as fast as in the United 


States since the latter part of 1984. 


Major contributors to growth in the first three months of this year have included 
consumer spending -- up by 5.5 per cent at an annual rate; residential constructic 
up by 22 per cent; and a $1.3 billion increase in inventories. In each case, 


rising confidence is a crucial determining factor. 


As a result of outpacing the growth of the U.S. economy in recent quarters, 
the overall increase in Canada's output over the 9 quarters of the current 


economic recovery is now slightly larger than in the United States. 


The rate of inflation not only helps to determine the real value of the gains 

that we are making, it is also a key factor in building and maintaining confidence. 
And we continue to do extremely well on the inflation front. As last week's 
figures showed, Canada's rate of inflation has now remained at or below 4 per 


cent for 10 months -- the longest period in 14 years. 


Equally important, Canada's inflation rate has been generally at or below the 


rate in the United States for the past several months. 


Interest rates have fallen significantly. The prime rate stands at 10.5 per 


cent, the lowest since 1978. Mortgage rates have once again been declining. 
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Rising confidence in the future is strongly reflected in a substantial increase in 
planned new capital investment by business. For example, a survey of large 
corporations last year indicated a 6 per cent increase in capital expenditures 
for this year. A similar survey conducted in April raised that forecast to 


13 per cent. 


New investment means new productive capacity, new output and new jobs. And 
that in turn means more people able to increase their spending on goods and 


services and thereby generate even more new jobs. 


The rising pace of activity in turn helps to build even more confidence -- and 
those who have been hesitant to invest and to spend are thereby encouraged to 


make a greater contribution to economic growth. 


The recent and current strength of the Canadian economy has surprised most 
forecasters. This bears out what we have been saying about economic forecasts. 
There is no econometric model, no computer anywhere in the world, that can 
accurately forecast the impact of rising economic confidence on the performance 


of the economy. 


After all, what we are trying to forecast is a complex series of decisions carried 
out by millions of people. When we make those decisions we are responding in 
our own ways to changing conditions, changing opportunities and, above all, to 
changing perceptions about the future -- basic factors shaped in substantial 


measure by confidence or the lack of it. And so, in turn, is our future. 


Some things can be projected with a high degree of certainty. And one of 

these is the certainty that we in Canada are going to need a sustained improvement 
in both the quantity and quality of economic growth in the months and years 
ahead if we are to continue to build new confidence and to fulfill the hopes of 


our citizens and the promise of our future. 


Once again, the unemployment figures outline the challenge in the most graphic 


way. 
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Although the unemployment rate has fallen more than 1.1 percentage points 
since September, it still remains at 10.5 per cent. The youth unemployment 
rate has fallen 2.1 percentage points since September but it still remains at 


Ge 2 


Employment gains since the end of the recession have been made in all regions 
of Canada, but some areas continue to have exceedingly high unemployment 


rates. 


So we must move forward with the fundamental changes that will make possible 
the renewal of our economy on a strong, durable foundation for long-term 


growth and job-creation. 


And that's what the budget of May 23 is all about. It is about economic renewal, 
about growth and the sustained creation of jobs. It translates our directions 


for change into actions. 


As promised, the budget brings forward actions to control the growth of the 
national debt; it takes major strides in making government more efficient and 
effective and less intrusive in the economy; and it provides strong new support 
for the development of a more innovative, more entrepreneurial and grass-roots 


approach to investment by Canadians. 


This budget is above all a challenge to the capacity of the country to translate 
the widely-endorsed concept of economic renewal into a meaningful reality for all 


Canadians. 


Meeting that challenge clearly is and must continue to be a dynamic, ongoing 
process. We must remain flexible, willing to adapt to new and better ways of 
getting the job done. But above all we must act. For without action, there is 
no enduring basis for the confidence that will drive the economy forward. 
Without action, we will fail to make the positive changes that will enhance 
Canada's ability to produce and sell more and better goods and services in 


tough world markets. 


Let me highlight some key themes of our government. 


From the start this government has said that the vast majority of new jobs in 


this country must be created in the private sector and by the private sector. 


We said that economic growth and job-creation is fundamentally a challenge of 
investment and that Canadians must become bigger and better investors and 


entrepreneurs to build the kind of secure and prosperous future they desire. 


We said that high deficits and rapidly accumulating debt must be brought under 
control if we are to create the growth and jobs that Canadians, and particularly 


young Canadians, so badly need. 


And we said that all Canadians would have to work and share together in 


bringing about the changes that will help create new growth and new jobs. 


Most importantly, this government is taking action. As a result, Canadians in 
all walks of life can now see, for the first time, in a tangible and personal 
way, what it is they are being asked to contribute to this great national 


undertaking. 


We must not allow ourselves to lose this perspective, to be distracted from the 


fundamental challenges that face this country. 


Let us not forget our young children and the kind of country that they will 
inherit if we fail to protect their future. Every newborn child in this country 
inherits a debt of more than $7,500. By the end of the decade it will have 
grown to more than $14,500. We are passing on a very large and rapidly rising 


debt to those who have not yet had their full chance to share in the benefits of 


living in this great country. 


Let us also remember the needs of the 1.3 million unemployed and the thousands 
of young Canadians entering the work force every year. Let us remember the 
many Canadians who are working but are under-employed, with low wages and 


no guarantee of either continuing employment or income increases. 
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Finally, let us remember that unless Canadians in a position to do so begin to 
invest more of their capital in the future of Canada, we will continue to fall far 
short of our goal of an economy and a society that provides a reasonable 
measure of fairness and security to all. 


That is why the budget gives a strong signal and provides real incentives for 
the dynamic, job-creating investment that springs from the individual choice 


and initiative of Canadians. 


We are asking everyone to play a part, to make a contribution. But we wa 
expecting the most from those who can begin now to invest the time, money and 
effort, to take the necessary risks, to build something of value for themselves 
and for Canada. We are telling them that if they do, they will be able to enjoy 
the rewards of that success. And as a result they will have additional capital 
that will be available for reinvestment in greater growth and greater economic 


security for all Canadians. 


Everything that has happened since this government came to power tells me that 
our analysis of the private sector dynamics of economic growth and job-creation 
is correct. The new jobs created since September have come overwhelmingly 

from the private sector. And nothing has been more convincingly demonstrated 


than the vital role of confidence in the creation of jobs. 


Since this government came to office, that's exactly what has been delivered: 


almost three times the number of jobs created in the same period a year earlier. 


The challenge is to secure those jobs and build more and more of them on a 
renewed foundation of strength and stability: a foundation firmly set in a truly 
national determination to do what it takes to build a better future -- the kind 


of future that we can be proud to turn over to our children and grandchildren. 


I am confident that we Canadians will meet that challenge. 


We have just begun to show what can be achieved when realities are faced, 


when responsibilities are accepted and when opportunities are grasped 


Gove 
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TECHNICAL SUPPLEMENT-GIVES FURTHER DETAILS ON PROPOSALS FOR 
a Oe 
REGULATION OF FINANCIAL INSTITUTIONS 


The Honourable Barbara McDougall, Minister of State for Finance, today made 
public a technical paper elaborating the government's proposals for changes to 


the rules for federally-regulated financial institutions. 


The paper is a supplement to a discussion paper "The Regulation of Canadian 


Financial Institutions: Proposals for Discussion" issued April 15, 1985. 


The technical supplement presents additional information on the proposals in the 
discussion paper. It is intended to further the process of consultations with 
provinces, financial institutions, consumers and business leading to the 


development of draft legislation. 


"The government has put forward some very important initiatives designed to 
promote competition among financial institutions, benefit consumers and ensure 
the protection of individual depositors and the soundness of the financial 
system," Mrs. McDougall said. She emphasized that the government's proposals 


are put forward for consultation. 


The Minister noted that the deadline for interested parties to submit comments 
and suggestions to her has been extended to August 15, 1985. These should 
be addressed to: The Honourable Barbara McDougall, Minister of State for 


Finance, House of Commons, Ottawa, Ont., KIA 0A6. 


For further information: 


Allan Popoff 
Director, Financial Institutions and Markets Division 


(613) 992-4661 
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MEASURE TO PREVENT CARVE-OUT ARRANGEMENTS ANNOUNCED 
Se ee rE EN NN, 


The Honourable Michael Wilson, Minister of Finance, today made public draft 
amendments to the Income Tax Act which will directly affect the use of so-called 


"carve-out arrangements" as a means of avoiding tax, primarily in the oil and 


gas industry. : BARS 


"Unless checked, these arrangements would result in a substantial loss{pf YUL 


government revenues", the Minister said. 


‘ 
O° 


ary 


In a typical carve-out arrangement, a profitable oil and gas company transfers 
a temporary interest in a producing resource property to another corporation 
which has substantial accumulated losses or to a tax-exempt entity such as a 
pension fund. Normally, the arrangement is for a limited period and the oil 
and gas company retains effective control of the property. The effect of the 
transaction is to transfer resource income from the profitable corporation, where 


it would be subject to full tax, to the loss corporation or tax-exempt entity 


where it escapes tax. 


Mr. Wilson said that under the draft amendments an amount equal to the income 
from a carved-out property will be included in the income of the oil and gas 


company that owned the resource property and transferred the interest in it. 


The proposed amendments will apply to all existing and future carve-out 


arrangements. However, the amendments will not be effective until after 


October 31, 1985 in respect of property acquired before July 20, 1985. 


./2 
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The Minister indicated that the draft amendments seek to distinguish between 
carve-outs, which are essentially tax avoidance arrangements, and farm-outs 
which have long been a standard form of business arrangement for the explor- 
ation and development of resource properties. He emphasized that he wanted to 
ensure that the draft amendments do not interfere with bona fide farm-outs. 
The Minister added that he was releasing the draft amendments at this time to 
give the industry an opportunity to review the technical details so that any 
necessary changes could be incorporated in the final legislation. Taxpayers 


affected and other interested parties are invited to comment by mid-September. 


The Minister also announced that tax-exempt entities will no longer be permitted 
to have the successor rules of the Income Tax Act apply to any disposition by 
them after today of any Canadian resource properties. An exception to this 
change will be provided for dispositions made pursuant to agreements in writing 
made before July 20, 1985. 


For further information contact: 


Al Katiya 
Tax Policy and Legislation Branch 
(613) 996-0597 


or 
Jane Meagher 


Tax Counsel Division 
(613) 995-5815 


DRAFT LEGISLATION 
CARVED-OUT PROPERTY 


Le Q) Section 56 of the Income Tax Act is amended by adding 
thereto immediately after subsection 56(4), the following subsections: 


Income from carved-out property 


"(4.1) Notwithstanding subsection 4(4), where a person has 
carved-out income for a particular taxation year in respect of a 
carved-out property, an amount equal to that carved-out income 
shall be included in the income of the taxpayer from whom the 
person acquired the property for the taxpayer's taxation year in 
which the particular taxation year ends. 


Limitation on carved-out income 


(4.2) For the purposes of subsection (4.1), where a 
carved-out property was acquired by a person before July 20, 1985, 
the carved-out income of the person for a taxation year in respect 
of the property shall not include any income of the person that may 
reasonably be attributed to any part of the year that is before 
November 1, 1985. 


Taxpayer from whom carved-out property acquired 


(4.3) For the purposes of this section, a particular person 
shall be deemed to be a taxpayer from whom a carved-out property 
was acquired by another person if ; 


(a) the taxpayer from whom the property was actually acquired 
has ceased to exist and the particular person has acquired or 
is entitled to acquire any right or interest which the taxpayer 


had in respect of the property; or 


(b) he is a person who disposed of the property (alone or 


together with other property) as part of a series of 
transactions or events the purpose of which was to dispose of 


the property to that other person. 


Date of acquisition of property 


(4.4) For the purposes of this section, where the terms or 
conditions of an agreement pursuant to which a person acquired or 
holds a Canadian resource property are altered in such a way as to 


change 


(a) the interest of the person in the income attributable to 
the property, 


(b) the description of the property, or 


(c) the period during which the property is to exist, 


or the agreement is renewed, the property shall be deemed to have 
been acquired on the date the terms or conditions are altered or 
the agreement is renewed, as the case may be." 


(2) Section 56 of the said Act is further amended by adding 
thereto, the following subsections: 


Definitions 
"(10) For the purposes of this section 


"carved-out income" 
"revenu minier" 


“carved-out income" of a person for a taxation year in respect 
of a carved-out property means his income for the year 
attributable to the carved-out property computed on the 
assumption that in computing such income he was not allowed 
any deduction under section 20, subdivision e or section 104; 


“carved-out property" 
"avoir minier restreint" 


"carved-out property" of a person means a property described 
in any of subparagraphs 66(15)(c)(i) to (vii) where 


(a) the amount that the person is entitled to receive in 
respect of the property may reasonably be considered to 
be limited to a fixed amount or to an amount determinable 
by reference to a fixed quantity of production from a 
mineral resource or an accumulation of petroleum, natural 
gas or related hydrocarbons, 


(b) the period of time during which his interest in the 
income attributable to the property may reasonably be 
expected to continue is 


(i) where the property is a head lease or may 
reasonably be considered to derive from a head 
lease, less than the lesser of 10 years and the 
remainder of the term of the head lease, and 


(ii) in any other case, less than 10 years, 


(c) the interest of the person in the income attributable 
to the property, expressed as a percentage of production 


for any period, may reasonably be expected to be reduced 
substantially 


(i) where the property is a head lease or may 


reasonably be considered to derive from a head lease, 
at any time before 


(A) the expiry of a period of 10 years 
commencing when the property was acquired, or 


(B) the expiry of the term of the head lease, 
whichever occurs first, and 


(ii) in any other case, at any time before the expiry 
of a period of 10 years commencing when the property 
was acquired, or 


(d) another person has a right to acquire, at any time, 
the property or a portion thereof or a similar property 
from the person and it is reasonable to consider that one 
of the main reasons for the existence of the right was to 
reduce or postpone tax that would otherwise be payable 
under this Act, 


but does not include a prescribed property; 


"head lease" 
"bail initial" 


"head lease" means a contract under which 


(a) Her Majesty in right of Canada or a province grants, 
or 


(b) an owner in fee simple, other than Her Majesty in 
right of Canada or a province, grants for a period of not 
less than 10 years 


any right, licence or privilege in respect of a mineral 
resource or petroleum, natural gas or related hydrocarbons; 


and 


Li term" 


"durée" 
4 


"term" of a head lease includes all renewal periods in respect 
of the head lease. 


Partnerships 


(11) For the purposes of subsections (4.1) to (4.4), (10) and (12), 
a partnership shall be deemed to be a person or taxpayer, as the case 
may be, and its taxation year shall be deemed to be its fiscal period. 


Reduction for C.E. and D.E. not a reduction of income 


(12) For the purposes of paragraph (c) of the definition 
"carved-out property" in subsection (10), the interest of a person in 
the income attributable to a carved-out property shall be deemed not to 


ye) ae 


be reduced substantially to the extent that the reduction will be due to 
the fact that the agreement pursuant to which he acquired or holds the 
property provides that he is entitled to a specific percentage or portion 
or all of the production from the property until he has recovered 
reasonable compensation in respect of any Canadian exploration expense 

or Canadian development expense he has incurred in respect of the 
property and to a lower percentage or portion, or only a portion, 
thereafter." 


(3) Subsections (1) and (2) are applicable after July 19, 1985. 
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CLIFFORD CLARK VISITING ECONOMIST APPOINTED 


The appointment of Dr. Douglas D. Purvis to the post of Clifford Clark Visiting 
Economist in the Department of Finance was announced today by F.W. Gorbet, 


acting Deputy Minister of Finance. 


Dr. Purvis is from Queen's University where he is Professor of Economics and 


the Director of the John Deutsch Institute for the Study of Economic Policy. 


The post honours the late Dr. Clifford Clark who served as Deputy Minister of 
Finance from 1932 until his death in 1952 and was chiefly responsible for 
developing the Department of Finance into a central agency for economic 
policy-making. He is remembered as one of the outstanding Canadian public 


servants of the modern era. 


Occupants of the position provide the department with advice on emerging 
economic issues and take part in policy development at the highest level. They 
are recruited from the ranks of prominent Canadian professionals dealing with 
financial, monetary and economic areas in the business and academic 
communities. The assignments are arranged under the Interchange Canada 


program of the Public Service Commission. 


The first to hold the post was Dr. Douglas D. Peters of Toronto who recently 


returned to the Toronto-Dominion Bank as Senior Vice-president and Chief 


Economist. 


hd | Ottawa, Canada K1A 0G5 
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Born in Olds, Alberta, Dr. Purvis, 38, holds economic degrees from the 
Universities of Victoria and Western Ontario and was awarded his doctorate from 
the University of Chicago. He has lectured and published widely in the fields 


of macroeconomics and international finance. 


Dr. Purvis was Visiting Economist at the Reserve Bank of Australia in 1975 and 
Visiting Scholar at Yale and Stockholm universities in 1976 and 1979 
respectively. Most recently, he was invited to deliver the Harold Innis Lecture 
to the annual meeting of the Canadian Economics Association in June of this 


year. 
Dr. Purvis is married and has two children. 


He will continue to carry out some part-time duties at Queen's University 


during his term with the Department. 
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NEW ACCOUNTING O @pVENU COST OF SELECTIVE TAX MEASURES 


The Honourable Michael Wilson, Minister of Finance, today made public the 
Account of the Cost of Selective Tax Measures. It identifies selective tax 
provisions that exist under the personal, corporate, and commodity tax systems 
and, where possible, provides estimates of the impact on federal revenues of 


each tax measure. 


Selective tax measures take the form of exemptions, deductions, reduced tax 
rates, credits and tax deferrals. They are selective in nature in that they 
apply to specific groups of taxpayers or activities. They are used to fulfill 
important social and economic objectives. Examples in the personal income tax 
system include the marital and dependent child exemptions, the child tax credit, 
and the deductions for charitable donations and for contributions to registered 
retirement savings plans. Similarly, the accelerated capital cost allowance for 
manufacturing investments, the lower corporate tax rate for small businesses, 
the lower sales tax rate on building materials and the sales tax exemptions for a 


wide range of goods are other examples of selective tax measures. 


In releasing the document, Mr. Wilson said that "a full accounting of the costs 
of all government measures is essential for effective fiscal management." The 
Minister emphasized that the account should not be considered simply as a list 
of tax loopholes or areas for tax reform. "Rather, it is an accounting of the 


cost to the federal government of these tax measures." 


hed | Ottawa, Canada K1A 0G5 
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"Nevertheless, I am committed to an ongoing review of these selective tax 
measures," the Minister noted. "Where tax incentives have been found to be 
ineffective, they have been withdrawn or redesigned. For example, the May 23 
budget eliminated the scientific research tax credit, replacing it with improved 
refunding of the basic investment tax credit for scientific research and 
development. Similarly, proposals were introduced cancelling certain tax 
shelters and changing the income attribution rules to prevent income splitting 


among family members." 


Mr. Wilson added that the government will continue to review tax provisions to 
determine if modifications are desirable in light of changing economic conditions 
and priorities. He noted for example that the May 23 budget also included a 
discussion paper on the restructuring of the corporate tax system which 
considered the replacement of certain selective tax measures with a system of 


uniform but lower corporate tax rates. 


"The government is committed to a rigorous review of all of its programs and 
the accurate measurement of their cost," the Minister said. "This new account 


is an important element of this review." 


This account updates similar information previously provided in 1979 and 1980. 
Although the basic approach used to identify selective tax measures is 
unchanged from the 1979 and 1980 accounts, there are some noteworthy 


revisions. 


"Significant improvements in estimating revenue costs have resulted in more 
accurate figures for a number of the items in the account," Mr. Wilson said. 
"We also have a more comprehensive analysis of the tax measures available to 
corporations, including for the first time a breakdown of the tax revenue impact 


of these provisions by industry sector." 


The Minister commented that since 1980, the Department has been successful in 
developing cost estimates for a number of items for which values were not 
previously available. "Efforts are continuing to assess the revenue impact of 
more items contained in the account without placing undue demands on 


taxpayers for additional information on their tax returns." 


- 3 - 


The Minister said there remain a number of items for which the data available 
do not permit a dependable estimate, and costs are not shown. These are 


mainly deferrals or exclusions that are not identified separately on tax forms. 


He added that although estimates are not available for certain items, it is 
important to identify those provisions in the document to ensure a full 


accounting of all selective measures. 


For further information, contact: 


Brian Wurts 
Tax Policy and Legislation Branch 


(613) 992-3113 
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CANADIAN COMMERCIAL BANK “AND NORTHLAND BANK 


The Honourable Barbara McDougall, Minister of State (Finance) announced today 
that the Inspector General of Banks advised the Minister of Finance and herself 
that the Canadian Commercial Bank and Northland Bank were no longer viable 
and they could not pay their liabilities as they came due. Earlier in the day 
the Inspector General had reported to the Governor of the Bank of Canada that 
these banks were no longer viable. Consequently the Bank of Canada has 
ceased to provide liquidity support to the two banks. The Minister of Finance 


has therefore taken action to appoint curators to both banks. 


Minister McDougall said: "In accordance with provisions of the Bank Act curators 
have been appointed at 7 p.m. EDT, Sunday, September 1, 1985 to take over | 
the management of the banks' affairs. The curators and employees of the 

banks will be completing preparations for opening on Wednesday, 


September 4th". 


"The problems encountered by the Canadian Commercial Bank and Northland 
Bank each reflect particular and unique circumstances", said the Minister. "It 
is clearly not in the best interest of our financial system as a whole to allow 
institutions to continue to function after they have ceased to be viable 
operations. The Canadian banking system remains among the most stable in the 
world. These two banks comprise less than 1% of the total assets of the 


Canadian banking system." 


wf? 
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Canadian Commercial Bank 


In March of this year a joint private sector and federal and provincial 
government support package was provided to the Canadian Commercial Bank. 

In light of the advice given to the Minister of Finance by the Inspector General 
of Banks and the actions taken by the Bank of Canada today, no further 
support to the Canadian Commercial Bank is possible. A court order will be 
sought shortly under the Winding Up Act to liquidate the Canadian Commercial 


Bank. 
Northland Bank 


As to Northland Bank, the Ministers are prepared to accommodate the belief of 
the Board of Directors of the bank that, given the circumstances, the business 
of Northland might be preserved through a reorganization or amalgamation. 
Consequently, it was agreed that the Northland Bank will have a limited time 
period to seek to reorganize its affairs or amalgate with another financial 
institution. Northland has stated that it will work with the curator and will 


inititate attempts to arrange such a reorganization or amalgamation. 


Mrs. McDougall indicated that the Government is prepared to work with Northland 
to try to effect a reorganization or amalgamation. This is consistent with the 
Government's recognition of the useful role played by regional financial 


institutions. 


Mrs. McDougall stated: "The government is sensitive to the fact that the 
appointments of curators will inconvenience customers of the two banks. Every 
effort will be made by the curators, working with the Bank of Canada and 


other government agencies, to minimize any inconvenience." 


so 
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Mrs. McDougall affirmed: "The government's first priority remains the depositors 
of the banks". 


‘It is legally necessary to launch immediately a winding up application for each 
bank. In the case of Canadian Commercial Bank, it will be proceeded with as 
quickly as possible. In the case of Northland Bank the court will be asked to 
postpone the appointment of a provisional liquidator to allow time to work out a 
reorganization or amalgamation. The legal requirements necessary to allow CDIC 
to make payments to insured depositors will, however, be taken as quickly as 


possible. 


In accordance with the Canada Deposit Insurance Corporation (CDIC) Act, the 
deposits insured by CDIC will be reimbursed to the maximum limit of $60,000 as 
soon as possible. If the relevant court orders are delayed, CDIC will 
endeavour to make funds available in modest amounts to those insured 


depositors who find themselves facing serious and immediate financial hardship. 


Furthermore, Mrs. McDougall said: "The government will seek the necessary 
parliamentary authority in order to compensate uninsured depositors for amounts 
outstanding today. Payments will be made over a period of time and will 
commence only after the necessary legislation enabling the Government to 


proceed has been approved by Parliament." 


Outstanding Bank of Canada advances to the Canadian Commercial Bank total 
$1.3 billion. These advances are fully secured and will be repaid from 
proceeds of the disposition of the assets. Outstanding Bank of Canada 


advances to the Northland Bank, which are also fully secured, total 


$510 million. 


The Minister of State reaffirmed that the government is committed to moving 
forward with reforms to the supervisory system affecting Canadian financial 
institutions. Proposals to improve the federal supervisory structure have been 
put forward in discussion papers released by the government in April and June 


of this vear, and in a private sector task force report on the Canada Deposit 


./4 


Insurance Corporation. These proposals are already under review by a 
Parliamentary Committee. Strengthening the supervisory structure remains the 


government's first commitment in the review of financial institution legislation. 


Shortly after Parliament resumes, the government will introduce legislation to 
enhance the protection of depositors by strengthening the regulatory powers of 
federal supervisory authorities. This legislation will enable federal regulators 
to place realistic values on real estate held by federally-regulated financial 
institutions for the purpose of meeting solvency and liquidity tests. The 
legislation will empower the Minister of Finance to prevent the transfer of 
ownership of federally-incorporated financial institutions in cases where the 
transfer is deemed to be against the public interest, and will enable federal 
supervisors to take earlier action in cases where federally-regulated financial 


institutions are engaging in activities that might threaten their future viability. 


Mrs. McDougall also announced that the government will be asking Parliament to 
establish a joint committee of the Senate and the House of Commons to examine 


matters relevant to the Canadian Commercial Bank and Northland Bank. 


The Minister of State, accompanied by the Inspector General of Banks, 
Mr. William Kennett, and the Governor of the Bank of Canada, Mr. Gerald 
Bouey, will hold a press conference at the National Press Theatre, 


150 Wellington Street, at 10 a.m., Tuesday, September 3rd. 


E ally Department of Finance Ministére des Finances 
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CANADIAN COMMERCIAL BANK AND NORTHLAND BANK 


William A. Kennett, Inspector General of Banks, disclosed today that he has 
advised the Minister of State for Finance and reported to the Minister of 
Finance that in his opinion the Canadian Commercial Bank and the Northland 
Bank were unable to meet their liabilities as they became due. This decision 
could not be avoided following the conclusion of a detailed review of both banks 
and in recognition that the banks were failing to maintain their own funding. 
Previously, the Inspector General had reported to the Governor of the Bank of 
Canada that these banks were no longer viable. As a consequence, the 


Bank of Canada ceased to provide liquidity to these banks. 


Accordingly, the Minister of Finance has today appointed curators under 
subsection 278(2) of the Bank Act to assume supervision of the business and 
affairs of the two banks. Price Waterhouse Limited has been appointed as 


curator of the Canadian Commercial Bank and Touche Ross Limited as curator of 


the Northland Bank. 


The curators will be working during the long weekend and on Tuesday with 


bank employees. The offices of both banks will reopen on Wednesday, 


September 4, 1985. 


Applications will be made as soon as possible to the courts in Alberta and 
Manitoba for orders which will permit CDIC to make payments to insured 
depositors. With the cooperation of the banks involved, it is hoped that these 
orders can be obtained quickly. Mr. Kennett stressed that every effort will be 


made to minimize disruption to the depositors and borrowers of these banks. 


fz 
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Insured depositors will be receiving within a week a letter from Canada Deposit 
Insurance Corporation (CDIC) informing them of the particulars of repayment of 
their deposits, subject to the insured limit of $60,000. For compassionate and 
hardship cases CDIC has agreed to review specitic requests for funds from 


insured depositors. 


With respect to uninsured depositors the Minister of State (Finance) has 
announced that the government will seek the necessary parliamentary authority 
in order to compensate uninsured depositors for amounts outstanding today. 
Payments will be made over a period of time and will commence only after the 
necessary legislation enabling the Government to proceed has been approved by 


Parliament. 


The conditions of these banks are unique and reflect the unusual concentration 
of business in the commercial real estate market in Alberta which continues to 
be depressed. The Inspector General is confident that there are no other 


banks facing similar difficulties. 


The assets of the Canadian Commercial Bank total $2.7 billion and for the 
Northland Bank total $1.4 billion, most of which are in Canada. The combined 
assets of these two institutions represent just under one per cent of total 


assets of the Canadian Banking system. 


Bank borrowers, chents and depositors wishing further information this 


weekend may call collect to the curator at the following number... 403-237-7212. 
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Background to Government Actions 
on Canadian Commercial Bank 
and Northland Bank 


Pursuant to Section 278 of the Bank Act, the Minister of Finance has appointed 
curators for the Canadian Commercial Bank and Northland Bank. Price 
Waterhouse Limited is the appointed Curator of Canadian Commercial Bank and 


Touche Ross Limited Curator of Northland Bank. 


The powers and duties of the curator, as set out in Section 279 of the Bank 


Act, are: 

Powers Zloty A curator shall assume supervision of the business and 
and affairs of the Bank in respect of which he is appointed and 
duties of has generally all powers and shall take all steps and do 
curator all things necessary or expedient to protect the rights and 


interests of the creditors and shareholders of the Bank and 
to conserve and ensure the proper disposition, according to 
law, of the assets of the Bank; and, for the purposes of 
this section, he is entitled to free and full access to all 
books, accounts, cash, securities, documents and vouchers 


of the Bank and any security held by the Bank. 


The curators will be on the premises of the Banks this weekend to discharge 


their duties. 


The Directors, Officers and employees of the Banks are required by the Bank 
Act to "give and afford to a curator appointed in respect thereof all such 


. . . ° . ! 
information and assistance as he requires in the discharge of his duties". 
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The Offices of the Banks will remain closed on Tuesday, September 3 1985. 
They will reopen on Wednesday, September 4 1985. 


The curators will remain in charge of the affairs of the Banks until they are 


appointed as liquidators pursuant to the Winding-Up Act. 
Canadian Commercial Bank (CCB) 


The Government intends to ask the court on Tuesday, September 10, 1985 to 
appoint a provisional liquidator for the CCB and to authorize payments to 


insured depositors by the Canada Deposit Insurance Corporation (CDIC). 


The time required for the appointment of the provisional liquidator will depend 


on the court and any representations which might be made by the Bank. 
Deposit accounts will be frozen during this period. 


Customers whose deposits are insured by the Canada Deposit Insurance 
Corporation will remain fully protected up to $60,000. Once a provisional 


liquidator is appointed, CDIC will payout such depositors as soon as possible. 


If there is a delay in the necessary court order, the CDIC will make payments 
to individual depositors in compassionate and hardship cases in moderate 


amounts. 


Insured depositors will be receiving within the next week a letter from CDIC 


informing them of the particulars of repayment of their deposit subject to the 


insured limit. 


The Government indicated that it intends to introduce legislation which will 
authorize it to pay to those depositors of the Bank uninsured by the Canada 
Deposit Insurance Corporation the amount of their deposits on September 1, 


1985. Such payments will be made over a period of time following passage of 
the legislation. 


aye 


Northland (NLD) 


The Government is prepared to provide a limited amount of time for the 
Northland Bank to seek to amalgamate with another bank or to reorganize. 
While this possibility is being explored, the deposits of the Bank will remain 
frozen and, for legal reasons, an application under the Winding-Up Act will be 
made. If an amalgamation or reorganization is not possible within a short 
period of time, the Government would proceed to ask the courts for the 
liquidation of the Bank. The procedure would then be similar to that described 
for CCB. 


The Bank could either remain under a curatorship while these possibilities are 
being explored or an order might be requested which would freeze deposits but 
hold the Winding Up Order in abeyance. This Order would enable CDIC to pay 


insured depositors. 


If an amalgamation or reorganization is successful, the curator could be removed 


or the court requested to reconsider its previous order. 


Borrowing Customers 


In addition to its concern for the depositors of both Banks, the Government has 
a concern for the borrowing customers whose businesses are being disrupted by 
their inability to conduct their banking business. Accordingly, arrangements 

are being made with the Bank of Canada which would enable customers to draw 
certain funds from the Banks. Such drawings would be subject to the approval 


of the curator, or liquidator, and made according to good commercial practice. 


It is anticipated that all offices of the Banks will be closed Tuesday, 
September 3 1985. Offices will be open on Wednesday September 4, 1985 so 
that the curators or liquidators charged with the Banks' affairs may deal with 


borrowing customers. Deposits will remain frozen until a later date. 


./4 


oe 
Background to Problems of Canadian Commerical Bank and Northland Bank 


Canadian Commercial Bank and Northland Bank were started in the mid-1970's 
and commenced business in Western Canada. Both Banks grew rapidly from 
inception. Factors in this growth were their Western locus and the boom in the 
economy of that part of the country which extended through 1981. A 
substantial proportion of the portfolios of both Banks is loans secured by real 
estate. This reflects the fact that real estate was one of the fast-growing 
sectors of the Western Canadian economy and a ready source of growth for the 
Banks. As a result, the portfolios of both Banks had a greater regional and 
real estate concentration than the more balanced and diversified portfolios of 


long established banks operating across the country. 


The recession was particularly severe in Western Canada and in real estate. 
All banks with exposure to these areas suffered and the CCB and Northland 


suffered proportionately more due to their greater concentrations. 


The CCB's need for a support package in March 1985 resulted in loss of 
depositor confidence in both Banks, forcing them to borrow very substantial 
amounts from the Bank of Canada. A rigorous review of both Banks was 


undertaken by the Office of the Inspector General of Banks during the summer. 


\NK OF CANADA TT BANQUE DU CANADA 
press statement a eee communiqué 


For Immediate release Ottawa, September 1, 1985. 


The Governor of the Bank of Canada, Mr. Gerald K. Bouey, said today that he 
has received notification from the Inspector General of Banks that the Canadian 
Commercial Bank and the Northland Bank can no longer be considered viable 
operations. The Bank of Canada has therefore concluded that there is no 

longer a basis for further liquidity support to these two banks and accordingly 
is ceasing immediately to provide advances to them. The Bank of Canada has 
been providing considerable liquidity to both banks in the form of fully secured 
advances; as of August 30th the advances outstanding to the Canadian Commercial 
Bank amounted to $1,316 million and advances outstanding to the Northland 


Bank amounted to $510 million. 


The Governor stated that the difficulties experienced by these two banks do not 
reflect on the soundness of the rest of the Canadian banking system. He also 
reiterated that the Bank of Canada stands ready as always to provide liquidity 


if requested for any Canadian bank. 
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Department of Finance Ministere des Finances 
Canada Canada 


Release Communiqué 


Ottawa, September 4, 1985 
. 85-148 


IMMEDIATE RELEASE fi EN 
LIQUIDATOR FOR CANADIAN COMMERCIAL BANK NAMED 
LIQUIDATOR FOR CANADIAN COMMERCIAL BANK NAMED 


The Honourable Barbara McDougall, Minister of State, Finance, announced that 
Price Waterhouse Limited has been provisionally appointed liquidator of the 
Canadian Commercial Bank under an order granted September 3 by the Court of 


Queen's Bench of Alberta in Edmonton. 


"The earlier than expected appointment of the provisional liquidator will enable 
the Canada Deposit Insurance Corporation (CDIC) to repay insured depositors 


before the end of this month," the Minister said. 


The court order was obtained in an application brought by the CDIC for the 
winding up of the bank. Price Waterhouse Limited was appointed curator of the 
bank September 1. Shareholders and creditors of the bank will meet in October 


to provide their views on appointment of a permanent liquidator. 


CDIC insures most depositors to a maximum of $60,000. The Minister previously 
announced that Parliament will be asked to authorize the funds to compensate 


uninsured depositors for amounts outstanding as of September 1. These payments 


would be made over a period of time. 


For further information contact: 
Canada Deposit Insurance Corporation 


(613) 996-2031 


| hd | Ottawa, Canada K1A 0G5 
Canada 513 982573 
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Department of Finance Ministe : 
Canada patel des Finances 


Release Communiqué 


immediate ECS Ottawa, September 6, 1985 
CAL 85-149 
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CONSULTATIONS LEAD TO SALES TAX EXEMPTION 
FOR CERTAIN HEALTH GOODS 


—— 


The Honourable Michael Wilson, Minister of Finance, today announced the 
government's intention to ensure that an exemption from the federal sales tax 
will continue to apply to certain medical supplies required by persons with 
life-threatening illnesses. Consistent with this principle, the government will 
also extend the exemption to some medical supplies which were subject to tax 


over the years prior to the May 23 budget. 


Under the budget, the Minister ended the existing sales tax exemptions for 
health goods such as medicated creams, lotions, shampoos, soaps and bandages. 
However, the exemption continued to apply to drugs identified under certain 


schedules to the Food and Drugs Act and Regulations and the Narcotic Control 


Act, and to drugs purchased by hospitals. 


During post-budget consultations with the Canadian Wholesale Drug Association, 
the Pharmaceutical Manufacturers Association, the Proprietary Association of 
Canada and the Canadian Diabetes Association, it was pointed out that some 
drugs and supplies used by patients to treat certain life-threatening illnesses 
such as diabetes, cardiovascular disease and respiratory ailments, are not 
included in these schedules of exempt drugs. Mr. Wilson stated that "all the 


most important medications required to treat these serious illnesses will continue 


to qualify for exemption from federal sales tax". 


Gel Ottawa, Canada K1A 0G5 
and 7 613 992-1573 


The Minister said this will mean the continuation of sales tax exemption for 
products such as insulin syringes and infusion pumps, nitroglycerine and 


medical oxygen and certain other drugs for heart and respiratory diseases. 


Mr. Wilson added: "During discussions with the Canadian Diabetes Association, 
it came to their attention that some other products used by many diabetics on a 
daily basis have been taxable for many years. In this regard, I am pleased to 
announce that, effective tomorrow, the federal sales tax will no longer apply to 
these products -- blood glucose test strips, urine test sticks and blood glucose 


monitors, and I will introduce amendments in Parliament to effect that change." 


He said that, to keep tax law abreast of changing circumstances, there will be 
ongoing consultations with officials of Health and Welfare to identify other 
important drugs and supplies that are purchased by patients for their own use 
in treating life-threatening illnesses. This process will permit early 
consideration of the extension of tax exemption to new products in such 


circumstances. 


Attached is a list of the drugs and supplies which will qualify for exemption 


from federal sales tax. 


For further reference, contact: 


Gordon Lee 
Tax Analysis and Commodity Tax Division 
(613) 995-9981 


APPENDIX 


Diabetic supplies: 
Insulin syringes 
Insulin infusion pumps 
*Blood glucose test strips 
*Urine sugar test sticks 
*Urine ketone test sticks 


*Blood glucose monitors 


Cardiovascular drugs: 
Digoxin 
Digitoxin 
Deslanoside 
Erythrityl Tetranitrate 
Isosorbide Dinitrate 
Nitroglycerine 
Prenylamine 
Quinidine and its salts 


Respiratory drugs: 
Aminophylline 
Oxtriphyline 
Theophylline 
Theophylline Calcium Aminoacetate 
Theophylline Sodium Aminoacetate 


Medical Oxygen 


*Previously subject to federal sales tax. 
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Release Communiqué 


Immediate Release Ottawa, September 13, 1985 


jp f-4 
v Ad rf / 


KHn/ 20 85-152 


fs NV 2 


oh ae ay 


NS ae 


GRANDFATHERING PROVISION FOR CARVE-OUTS ANNOUNCED 


The Honourable Michael Wilson, Minister of Finance, today announced that, 
following consultations requested by him with industry representatives, the 
amendments proposed to the Income Tax Act to deal with carve-out 
arrangements announced by him on July 19, 1985, will contain a grandfathering 
provision which would exempt certain completed arrangements from the 


application of the new rules. 


Under the grandfathering provision, the new rules relating to carve-out 
arrangements will not apply to property disposed of to an identified party 
pursuant to an agreement in writing, entered into by any person with the 
vendor of the property before July 20, 1985, for the sale of the property to 


that party. 


The Minister stated that there were a number of companies affected by the 
proposed amendments, as originally announced, that could not terminate their 
contractual arrangements by October 31, 1985. "My announcement today will 
ensure that the proposed carve-out legislation will not have an unintended 


effect on these companies," the Minister said. 


The Minister also noted that consultations are continuing regarding other 


aspects of the proposed carve-out amendments, such as their application to 


traditional farm-out arrangements. 


For further information contact: 


A. Katiya 
Tax Policy and Legislation Branch 


(613) 996-0597 


| hd | Ottawa, Canada K1A 0G5 
add 613 992-1573 
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DRAFT AMENDMENTS AND REGULATIONS TO PGRT ACT 


relating to certain changes to the Petroleum and Gas Revenue Tax (PGRT) that 


were announced with the Western Accord. 


The draft legislation follows the Ways and Means Motion tabled in the House of 
Commons with the May 23 Budget and sets out the changes necessary to define 
production which will be exempt from the PGRT. Taxpayers affected and other 


interested parties are invited to comment by October 15, 1985. 


"The Western Energy Accord negotiated by my colleague the 

Honourable Pat Carney, Minister of Energy, Mines and Resources, has already 
led to strong signs of revival in the petroleum industry," Mr. Wilson said. 
"This historic agreement will free up one of our most dynamic industries to 


create economic growth, new oil and gas security and job opportunities across 


Canada." 


The Minister pointed out that new production of oil and natural gas became 
exempt from the PGRT on April 1, 1985. All production will be exempt by 


January 1989, fulfilling the commitment made prior to the 1984 election to 


eliminate this tax. 


The Minister indicated that detailed legislation covering other changes to the 
PGRT that take effect on January 1, 1986, will be made available later. These 
other changes include a new $10,000 deduction for individuals, changes to 


withholding provisions and the PGRT rate phase-down schedule. Information on 


the PGRT offset provision was released on April 30. Ways and Means Motions 


for all these items were also tabled with the Budget. 


+8 Ottawa, Canada K1A 0G5 


Canada 613 992-1573 ete 
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The Honourable Pat Carney will soon be issuing additional details on the 
administration of the certification process to be carried out by her Department 


for these new PGRT provisions. 


For further information, please contact: 


W. Toms 
Tax Policy and Legislation 
992-1541 


Al Katiya 
Tax Policy and Legislation 
996-0597 


EXEMPT OIL AND GAS PRODUCTION 


DRAFT LEGISLATION 


Li (1) Subsection 79(1) of the Petroleum and Gas Revenue Tax Act is 
amended by adding thereto, in alphabetical order within the 


subsection, the following definitions: 


"approved recovery project" 
"installation approuvée de récupération" 


"approved recovery project" means 


(a) a project certified in writing by the Minister of 
Energy, Mines and Resources, to have commenced 
operations after March 31, 1985 and to be a 


waterflood or a major expansion to a waterflood, 


(b) a prescribed project certified in writing by the 
Minister of Energy, Mines and Resources to have 


commenced operations after 1982, or 


(c) a project certified in writing by the Minister of Finance 
and the Minister of Energy, Mines and Resources as 
a major energy project that commenced operations 


after March 31, 1985; 


"deepened oil or gas well" 


"nuits approfondi de pétrole ou de gaz" 


"deepened oil or gas well" means an oil or gas well that 


after 


(a) being capable of producing petroleum or gas from an 


accummulation of petroleum or gas, or 


(b) being drilled for the purpose of producing petroleum or 
gas from an accummulation of petroleum or gas and 


having been abandoned, 


is deepened by further drilling commenced after 
March 31, 1985 for the purpose of producing petroleum or gas 


from a different accummulation of petroleum or gas; 


"exempt percentage" 


"pourcentage d'exonération" 


"exempt percentage" for a period in respect of an approved 
recovery project, means a percentage approved in writing by 
the Minister of Energy, Mines and Resources for that period 


in respect of the project; 


"new deep production" 


"production nouvelle en profondeur" 


"new deep production" means that part of the production from 
a deepened oil or gas well that is directly attributable to 
the deepening;" 

(2) Section 79 of the said Act is further amended by adding 


thereto the following subsection: 


Certification of prescribed project 


"(11) The Minister of Energy, Mines and Resources shall not 


certify 


(a) a project for the purposes of paragraph (a) of the 
definition "approved recovery project" in 
subsection (1) unless a request for the 
certification is filed with the Minister of 
Energy, Mines and Resources within 180 days after 


the project commenced operations; or 


(b) a prescribed project to have commenced operations 
after 1982 for the purposes of paragraph (b) of 


the definition "approved recovery 


project" in subsection (1) unless a joint election 
made under subsection 82(9) in respect of the 
project has been filed with the Minister in 


accordance with subsection 82(10);" 


(3) Subsections (1) and (2) are applicable to taxation years 
ending after 1982 except that a request for certitrveation referred +66 
in paragraph 79(11)(a) of the said Act, as enacted by subsection (2), 
that is filed with the Minister of Energy, Mines and Resources on or 
before the day that is 90 days after the day this Act is assented to 
shall be deemed to have been filed with that Minister on or before the 
day on or before which the request is required under paragraph 
79(11)(a) of the said Act, as enacted by subsection (2), to be filed 


with that Minister. 


25 (1) ALE that portion of paragraph 82(6) (a) ef the cata Act 
preceding subparagraph (i) thereof is repealed and the following 


substituted therefor: 


Ua) subject to subsection (9), there shall be deducted in 


respect of a particular prescribed project, the amount equal 


to the lesser of 


(2) Section 82 of the said Act is further amended by adding 


thereto the following subsections: 


Election respecting deductions 


"(9) Where all taxpayers who 


(a) have made or incurred prescribed exploration and 


development expenses, 


(b) have acquired prescribed enhanced recovery 


equipment, or 


(c) are obligated to make or incur prescribed 
exploration and development expenses or to acquire 


prescribed enhanced recovery equipment, 


in respect of a prescribed project, jointly make a valid election 
not to make any deductions under paragraph (8)(a) in respect of 
the project, deductions shall not be made under that paragraph in 
respect of the project in computing the income of any taxpayer 


for any taxation year. 


Filing of election 


(10) An election referred to in subsection (9) in respect of 
a prescribed project is not valid unless it is made in prescribed 


form and is filed with the Minister on or before the earliest day 


on or before which any taxpayer who is required to join in the 
election is required under section 85 to file a return of 


production revenue for the taxation year in which the 


taxpayer first 


(a) makes or incurs prescribed exploration and 


development expenses, or 


(b) acquires prescribed enhanced recovery equipment, 


in respect of the project. 


Election binding on all interests 


(11) Where an election in respect of a prescribed project is 
filed in accordance with subsection (10), any taxpayer who at any 


time thereafter 


(a) makes or incurs prescribed exploration and 


development expenses, or 


(b) acquires prescribed enhanced recovery equipment, 


in respect of the project shall be deemed to have joined in the 


election and is bound by it." 


(3) Subsections (1) and (2) are applicable to taxation years 
ending after 1982 except that any election made under subsection 82(9) 
of the said Act, as enacted by subsection (2), in respect of a 
prescribed project that is filed with the Minister on or before the 
day that is 90 days after the day this Act is assented to shall be 
deemed to have been filed with the Minister on or before the day on or 
before which such an election is required under subsection 82(10) of 
the said Act, as enacted by subsection (2), to be filed with the 


Minister. 


oe (1) Section 83 of the said Act is renumbered as subsection 83(1) 


and is further amended by striking out the word "or" at the end of 


paragraph (d) thereof and by adding thereto the following paragraphs: 


"(f) income or loss from the production of petroleum 


or gas from a prescribed oil or gas well; 


(g) income or loss from the new deep production of 
petroleum or gas from a deepened oil or gas well (other 
than an oil or gas well located in a prescribed project 


or an approved recovery project); 


(h) the portion of the income or loss that may 
reasonably be attributed to the production in a period 


after March 31, 1985 of petroleum or gas from an 


approved recovery project that is the exempt percentage 


of that income or loss for that period in respect of 


thateproject$ 


(i) the portion of the amount received or receivable 
as a production royalty or resource royalty, computed 
by reference to the amount or value of production in a 
period after 1985 of petroleum or gas from an approved 
recovery project, that is the exempt percentage of that 


amount for that period in respect of that project; 


(j) an amount received or receivable as a production 
royalty or resource royalty computed by reference to 
the amount or value of production of petroleum or gas 


after 1985 from a prescribed oil or gas well; or 


(k) the portion of the amount received or receivable 
as a production royalty or resource royalty, computed 
by reference to the amount or value of production after 
1985 of petroleum or gas from a deepened oil or gas 
well (other than an oil or gas well located in a 
prescribed project or an approved recovery project) 
that is attributable to the new deep production from 


the welly"' 


(2) Section 83 of the said Act is further amended by adding 


thereto the following subsection: 


Separate projects included in prescribed project 


"(2) For the purposes of 


(a) the approval referred to in the definition "exempt 


percentage" in subsection 79(1), and 


(b) paragraphs (1)(h) and (i) and 99(7)(a) 


where a particular prescribed project that is an approved 
recovery project referred to in paragraph (b) of the definition 
“approved recovery project" in subsection 79(1) includes any 
other project: that, but for theyexistencesof, thes particular 
project, would be a separate prescribed project, each such 
project shall be deemed to be a separate approved recovery 
project and income or loss from each such separate approved 
recovery project shall not include income or loss from the 


production of petroleum or gas not attributed to that separate 


project." 


(3) Paragraphs 83(1)(f£) to (h) of the said Act, as enacted by 


subsection (1), are applicable after March 31, 1985. 


(4) Paragraphs 83(1)(i) to (k) of the said Act, as enacted by 


subsection (1), are applicable after 1985. 


(5) Subsection (2) is applicable to taxation years ending after 


LOSZ. 


4, (1) Section 99 of the said Act is amended by adding thereto the 


following subsections: 


Where no tax is payable 


"(7) Notwithstanding subsection (1), no tax shall be 


payable under this Division by a taxpayer on 


(a) any portion of the amount received by the taxpayer 
as a production royalty or resource royalty, computed 
by reference to the amount or value of production in a 
period after March 31, 1985 from an approved recovery 
project, that is the exempt percentage of the amount 


for that period in respect of that project; 


(b) any portion of the amount received by the taxpayer 
as a production royalty or resource royalty, computed 


by reference to the amount or value of production of 


petroleum or gas from a deepened oil or gas well that 
is attributable to the new deep production from the 


well; or 


(c) an amount received by the taxpayer as a production 
royalty or resource royalty computed by reference to 
the amount or value of production from a prescribed oil 


or gas well," 


(2) Subsection (1) is applicable in respect of amounts received 


after March 31, 1985. 
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DRAFT REGULATION 


is The Petroleum and Gas Revenue Tax Regulations are amended by 


adding thereto, immediately after section 5.4 thereof, the following 


heading and section: 


"Prescribed Oil or Gas Wells 


5.5 For the purposes of the Act, a prescribed oil or gas 
well is an oil or gas well the drilling of which commenced 


after March 31, 1985, but does not include 


(a) a well located in a prescribed project described 


in subsection 5.2(1); or 


(b) a well located in a project described in paragraph 
(a) or (c) of the definition "approved recovery 


project" in subsection 79(1) of the Act." 


2 Section (l) is applicable to taxation years ending after 


March, 31, 1965. 
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EXPLANATORY NOTES 


AMENDMENTS TO THE PETROLEUM AND GAS REVENUE TAX ACT (PGRT ACT) 
——— OE SOR AGL) 


PGRT ACT 79(1) 


Section 79 of the Act sets out the definitions of various 
words and expressions used in the PGRT Act. The amendments to this 
section add four new definitions namely, "approved recovery project", 
"deepened oil or gas well", "exempt percentage", and "new deep 


production". 


The new definition "approved recovery project" is relevant for 
the purposes of the special PGRT exemptions provided in new paragraphs 
83(1)(h), 83(1)(i) and 99(7)(a) of the Act. These paragraphs treat a 
portion - defined as an "exempt percentage" - of income or loss or 
royalties from the production from an approved recovery project to be 
exempt from PGRT. Three types of projects may qualify as approved 


recovery projects. These are: 


(a) a waterflood or a major expansion to a waterflood project 


that commenced operations after March 31, 1985; 


(b) an enhanced oil recovery project commencing operations 
after 1982 that is a prescribed project as defined in 


section 5.2 of the PGRT Regulations; or 


(c) a major energy project that commenced operations after 


March 31, 1985. 


The Minister of Energy, Mines and Resources has been given 


authority to certify the type and the date of the commencement of 


operations of a project. The Minister of Finance and the Minister of 


Energy, Mines and Resources are authorized to jointly certify a major 
é 


energy project. 


New paragraphs 83(1)(g), 83(1)(k) and 99(7)(b) provide an 
exemption from PGRT for the "new deep production" from a "deepened oil 
or gas well". The term "deepened oil or gas well" means a well that is 
capable of producing or is abandoned and the deepening of which 
commenced after March 31, 1985 for the purpose of producing petroleum or 
gas from a different accumulation of petroleum or gas. The amendment to 
section 79 defines "new deep production" to be that part of production 


from a deepened well that is directly attributable to the deepening. 


The term “exempt percentage" is referred to in new paragraphs 
83(1)(h), (i) and 99(7)(a). The definition allows the Minister of 
Energy, Mines and Resources to approve an exempt percentage for an 
approved recovery project during a particular period. Where a 
particular project consists of more than two projects, each such project 
will be given a separate exempt percentage pursuant to new subsection 83(2). 
The exempt percentage is relevant for the purposes of determining a 
taxpayer's production income or royalties from an approved recovery project 


that is exempt from PGRT. 


The new definitions are applicable to taxation years ending 


after 1982. 
PGRT 79(12) 


Currently, the working interest holders of a prescribed 
enhanced oil recovery (EOR) project are allowed to deduct capital 
expenditures collectively known as cumulative enhanced recovery capital 
expenses (CERCE) against their production revenue from the project. 

This benefit will continue to be available for both the old EOR projects 
which commenced operations after 1982 and new EOR projects. However, 
the participants of these projects will have the option to have their 
projects designated as an "approved recovery project", in which case an 


exempt percentage of the income or loss or royalties from the production 


of petroleum after March 31, 1985 from the project will be exempt from 
PGRT. However, where this option is chosen, all participants must 
forego their past and future CERCE deductions in respect of the project. 
To qualify as an approved recovery project, all participants described 
in subsection 82(9) in a prescribed EOR project must file a joint 
election pursuant to that new subsection. New subsection 79(11) 
requires the Minister of Energy, Mines and Resources to certify the 
project only where a joint election has been filed and thereby ensures 
that project participants will not be able to both claim CERCE and also 
obtain an exempt percentage in respect of the same project. A request 
for certification for a waterflood project must be filed within the 
latter of 180 days following the date of commencement of operations or 
90 days after the legislation receives Royal Assent. This amendment is 


applicable to taxation years ending after 1982. 
PGRT ACT 82(8) 


Subsection 82(8) of the Act provides for a deduction from 
income of any eligible capital expenditures - known as CERCE - in 
respect of a prescribed enhanced oil recovery (EOR) project. Paragraph 
82(8)(a) currently requires a taxpayer to deduct, in computing his 
production revenue for a taxation year, the lesser of the balance in his 
CERCE account in respect of the project and his eligible income for the 
year from the project. Under the proposed system, taxpayers will be 
allowed to choose either a deduction in respect of CERCE or an exclusion 
of the exempt percentage in respect of the project. The amendments to 
paragraph 82(8)(a) ensure that no deduction in respect of CERCE will be 
allowed where an election is filed in respect of the project in 
accordance with new subsection 82(10) to have the new exemption apply. 


This amendment is applicable to taxation years ending after 1982. 


ne 
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New subsection 82(9) permits all the participants in a 
prescribed enhanced oil recovery (EOR) project who have incurred or who 
are obligated to incur eligible capital expenditures (CERCE) in respect 
of a project to jointly elect to not deduct these “expences Ali 
taxpayers with eligible capital expenditures must join in the election 
if the election is to be valid. This new paragraph effectively allows 
all working interests in a project commencing operations after December 
31, 1982 to obtain certification of the project as an "approved recovery 
project" and to obtain an exclusion for the "exempt percentage" related 


to production abter March 31, E905. 


New subsection 82(10) provides that the election must be filed 
on or before the earliest day on or before which any taxpayer who is a 
party to the election is required to file his return of production 
revenue for the year in which he incurs eligible capital expenditures in 
respect of that project. However, a special coming-into-force provision 
allows the election to be filed within 90 days following Royal Assent to 


the enacting legislation. 


New subsection 82(11) ensures that all taxpayers who have 
acquired an interest in a project in respect of which an election under 
subsection 82(9) has been made are bound by the election. Therefore, a 
new participant in a certified project will not be entitled to deduct 
any CERCE under subsection 82(8) but will instead be allowed the 


exclusion for the exempt percentage of the income from the project. 


New subsections 82(9) to (11) are applicable to taxation years 


ending after 1982. 


PGRT ACT 83(1) AND (2) 


Section 83 of the Act sets out the sources of income or loss 
or royalties that are not to be included or that may be deducted in 
computing a taxpayer's production income. For example, paragraphs (a) 
and (b) exempt any income or loss from the transportation of oil or gas 
from PGRT. The amendments to this section are designed to implement the 
exemption for new oil and gas production after April 1, 1985 as 
announced in the Western Accord. Under the Accord, no PGRT will be 
payable on the production of petroleum or gas from an oil or gas well, 
the drilling of which commenced after March 31, 1985. Similarly, 
incremental production revenue from new waterflood and major energy 
projects will be exempt from PGRT. The incremental production from 
enhanced oil recovery (EOR) projects will also qualify for the PGRT 
exemption provided all the key participants of the project elect not to 
deduct eligible capital expenditures (CERCE) in respect of the project 
in computing their production revenue for any taxation year under the 
Act. Old EOR projects that commenced operations after December 31, 1982 
will qualify for this option, provided the taxpayers elect and refile 
their 1983 to 1985 returns to eliminate any deduction they may have 


claimed in respect of CERCE. 


The amendments to subsection 83(1) introduce the exemption for 
new oil and gas production as described above. For example, new 
paragraph (f) exempts from PGRT the income or loss from the production 
of petroleum or gas from a prescribed oil or gas well. A prescribed oil 
or gas well is defined by new section 5.5 of the PGRT Regulations and 


generally means a well the drilling of which commenced after March 3l, 


LOBST 


New paragraph (g) together with the new definition of "new 


deep production" ensure that the income or loss from the incremental 
production brought about by the deepening of a well after March 31, 1985 


already in existence on that date is exempt from PGRT, unless the well 


is located in a prescribed enhanced oil recovery project or in an 
approved recovery project. The wells located in these projects either 
enjoy the benefit of exemptions in respect of incremental production or 


CERCE deductions. 


Paragraph (h) exempts from PGRT a certain percentage of income 
or loss from the production after March 31, 1985 from an approved 
recovery project. This percentage is defined as the exempt percentage 


and will be approved by the Minister of Energy, Mines and Resources. 


Effective January 1, 1986, production and resource royalties 
that are computed by reference to an amount or value of production after 
1985 will not be subject to withholding tax under Division II of the Act 
except in the case of a non-resident not carrying on an oil and gas 
business in Canada. The royalties that are not subject to the 
withholding tax will be included under Division I of the Act. Paragraph 
(i) will exempt from PGRT an exempt percentage of production royalties 
or resource royalties which will be required to be included under 
Division I of the Act effective January 1, 1986. Similarly, paragraph 
(j) will exempt from PGRT any Division I royalties which are computed 
by reference to production from a prescribed oil or gas well and 
paragraph (k) will exempt the exempt percentage of Division I royalties 
which are computed by reference to the new deep production from a 


deepened oil or gas well. 


New paragraphs 83(1)(h), (i) and 99(7)(a) exempt from PGRT the 
incremental production after March 31, 1985 from an approved recovery 
project. The definition of an approved recovery project includes 
certain prescribed enhanced oil recovery projects. A prescribed 
recovery project may actually include two or more separate projects 
located in a single reservoir by virtue of subsection 5.2(3) of the PGRT 
Regulations. Subsection 83(2) is added to ensure that the income or 
loss for each such project is computed separately. Similarly, it 


ensures that an exempt percentage may be approved for each such separate 


eat 


Project located in the same reservoir and that the "exempt percentage" 
does not apply to production from wells drilled outside these separate 
projects but in the same prescribed reservoir. Amendments to subsection 


83(1) and new subsection 83(2) are applicable to taxation years ending 
after 1982. 


PGRT ACT 99 


Section 99 imposes a withholding tax on production and 
resource royalties. New paragraph 99(7)(a) exempts from PGRT an exempt 
percentage of resource royalties and production royalties which are 
normally taxed under Division II of the Act and which are computed by 
reference to production from an approved recovery project. Similarly, 
paragraph 99(7)(b) will exempt from PGRT the portion of Division II 
royalties which are computed by reference to the new deep production 
from a deepened oil or gas well and paragraph 99(7)(c) will exempt any 
Division II royalties which are computed by reference to production from 
a prescribed oil or gas well. This change is applicable after 


March 31, 1985. 


Amendments to the Petroleum and Gas Revenue Tax Regulations (PGRT 
Regulations) 


PGRT Regulations a5 


New section 5.5 is added to'define a prescribed oil or gas 
well, the production from which is exempt from PGRT. A prescribed oil 
or gas well means a well the drilling of which commenced after March 31, 
1985, except where the well is drilled in a prescribed enhanced oil 
recovery project, a certified waterflood project or a certified major 
energy project. This exception is necessary on the grounds that the 
welis in the above-noted projects enjoy the benefit of either CERCE 
deductions or an exemption for incremental production. This change is 


applicable to taxation years ending after 1982. 
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MONTHLY STATEMENTS OF 
FINANCIAL OPERATIONS 


ETATS MENSUELS DES 
OPERATIONS FINANCTIERES 


The Honourable Michael Wilson, L'honorable Michael Wilson, ministre 
Minister of Finance, released today des Finances, a publié aujourd'hui les 
the regular monthly statements of the états mensuels réguliers des opérations 
government's financial operations for financiéres du gouvernement pour le mois 
June 1985 and the first three months de juin 1985 et les trois premiers mois 
of the 1985-86 fiscal year. de l'année financiére 1985-86. 

For June, budgetary revenues were Les chiffres budgétaires de juin 
$4,691 million, budgetary expenditures montrent des recettes de $4,691 millions, 
were $8,378 million and there was a des dépenses de $8,378 millions et un 
Merrcit or $3,05/ million, For 1984, déficit de $3,687 millions. En 1984 les 
revenues were $4,085 million, expen- recettes s'établissaient a $4,085 
ditures were $7,710 million and there millions, les dépenses a $7,710 millions 
Was a deficit of $3,625 million. et le déficit & $35625 miligons:. 

For the first three months of the Les trois premiers mois de l'année 
1985-86 fiscal year, revenues were financiére 1985-86 ont produit des 
$13,089 million, expenditures were recettes de $13,089 millions contre des 
$22,830 million and there was a dépenses de $22,830 millions d'ot un 
deficit of $9,741 million. For the déficit de $9,741 millions. La période 
Same period last year, revenues were correspondante de 1'an demier avait 
$11,522 million, expenditures were donné des recettes de $11,522 millions, 
$21,041 million and there was a des dépenses de $21,041 millions et un 
deficit of $9,519 million. déficit de $9,519 millions. 


avs Ottawa, Canada K1A 0G5 
Canada qe 


o =v @derp. ael sa 
Ph -FAGL viSt amyl? vage?i we 


a'yi @i vopinteshod sent ide wa) - 
, Oe STI, EA AE al oud iene oe deel inom 
mw is ee sr*is Cae eae eb axon gah Sa 
af (OU? & 
580,00 ¢ 1f0f0p0)l dueb'= es esner 
iia &: i 1k: f, cemeeul, sal e=nuzi tie 
sepogiitn (16,60 € singt i se 


a ap 


wietm’l st oi eels wlogs es! 

aeh Jtehervy 400 AB-CE1 ot $honnn!? 

oth. Wide: -WRIhife MHO.. 20 a enitanes: 
te fic’s enbtii de 026.28 & connseth 
O74. a! pwere lie tee £0, OF gu eat taS 
ifere 3 ePaper aa! @ asepbeepgerrte > 
iit= Fr, NS wi oni Roar Gb Band 

oe 3 wnuiktl ta (a Le & atgneg ow 
Jaros? Ci tie: af,09 G& aint its 


0 «OG oRbAA EO ac aly Qe gee em -. oo li snails 
oF tod kyee (er aii, « sobeneeht eld coy s ont gel 


en Like tos as rer Tries sis roo he on aus 
nie oh vay “gales OY Get ig “Te 0 ieee 7 


Meth wtearet xetny 4% aati teri tac) bee 2600 edet 


Pooled (C00 £8 a sda paak 


feetaet ean Sara ageg aban 
rap«aece@ ¢f a4 oer at3 


‘Tiss fst 
ere) 48-280) ‘ede to 


ek! 
ay sypgewe? 2a. “shed. .semt. 704 
tus lunes ereteghad ,nothile Tea. ee 
® an! sans ben ool lite STE Ae ase 
#89 sot weeriite ta £8 te 4b Re 
~apats .~ itffte €80,53 gtew eauasyer 
ora? Las wofiite OF 58 e¥aw aero 


-metil @ @C8a,04 te 375Rish @ Bee 


ay 7 
ott lu ati. sopde Fert Gds: sor 


siw’ toeove ,r85y¢ Lesealt d¢-c8G]~ 


Sav Boeri tbesgqen .cotiiiea G60. C28 
® aes stole bem polite OCB, Sos 


et) 707  .motifbe 140 @8 36 siattab 
vive mwGrevst ,te09 9eel holien aane 
oa’ eyiusthnenxes ,fokitioa Sic, fis 


® «e¥ sielt bane nolilie 10,188 | 


.woltt be Of7,08 90 Shezbab 


Govern: 
Publicati 


Department of Finance Ministére des Finances 
Canada Canada 


Release cae, COMmuniqué 


Ottawa, September 23, 1985 


Immediate Release 
CA 
85-160 


& 
y of T8S 
SM—HARMFUL TO BOTH CANADA, U.S. 


MINISTER TERMS PROTECTION 


SAN FRANCISCO -- The Minister of Finance, Michael Wilson, said today in a 
speech to the Interstate Natural Gas Association of America that "Canada and 
the United States have a common stake in the healthy functioning of each 


other's economies." 


"Protectionism, in whatever form -- while appealing to some as an apparent 
safeguard to domestic industry against the unfair trading practices of some 


foreign nations -- is harmful, misguided and short-sighted," Mr. Wilson added. 


"We do not believe that protectionist measures are in the best interests of either 
Canada or the United States. The reality of interdependence is that we have a 


common stake in each other's economy. 


"After all, to the extent that U.S. protectionist measures prevent Canada from 
reasonable access to the American market, our sales decline, our standard of 
living falls, and Canadians in turn become unable to afford the goods that you 


would hope to sell in Canada. We lose, but you lose too. That's the common 


stake we have in each other's economy." 


Mr. Wilson noted: "We are each other's best trading customers -- by a long 


shot. More than 75 per cent of Canadian exports -- valued at $85 billion 


Canadian -- were sold to the United States in 1984. Natural gas exports alone, 


account for about $4 billion of this trade. In the other direction, we buy 


he 
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everything from computer parts to California wines. About 24 per cent of 


American exports -- at a value of about $65 billion Canadian -- were bought by 


Canada ... 


"Historically, Canada's trade surplus with the U.S. has been more than offset 
by deficits on service transactions such as investment flows, interest payments, 


and Canadians visiting California." 


The Minister said U.S. exports to Canada are twice what the U.S. exports to 
Japan and are greater than all U.S. exports to Britain, France and West 


Germany combined. 


Mr. Wilson pointed out that Canada's economy has shown significant improvement 
over the past year, and he expressed confidence that this momentum would 
continue through the coming year. Specifically, in the four quarters ending in 
June, Canada's economy grew at a rate of 4.6 per cent compared to 2.0 per 
cent in the United States. During the same time period, employment in Canada 
has increased by 3.1 per cent compared to 1.7 per cent in the United States. 
Inflation has been at or below 4 per cent for the past year, a rate comparable 


to the United States' performance. 


Finally, Mr. Wilson outlined improvements to the energy sector that had been 
made since the advent of the new government. He said: "The Western Accord 
is a landmark agreement that eases oil and gas price regulation that for five 
years under the National Energy Program thwarted investment and growth in 
Western Canada's energy sector. As part of this overall improvement, there 
has been considerable progress in the natural gas sector. From both countries' 
points of view, the implementation by Canada last year of a market-sensitive 


gas export pricing regime was welcome news." 
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I want, first, to thank you for inviting me to address this, the annual meeting 
of the Interstate Natural Gas Association of America. The great city of San 
Francisco is a wonderful location for your meeting. It has always been a favourite 
city with Canadians, many of whom have -- as the song says -- left their 

hearts here in The City by the Bay. And one needs only inhale a little of San 
Francisco's unique charm and character to understand why so many of us 


return again and again. 


The theme of your meeting -- Innovation: Mandate for the Times -- could hardly 
be more timely or more topical. It captures the pulse of our age. Few issues 
sO pervasively preoccupy business and government in our day as the imperative 


to innovate and the necessity to adjust to innovation with wisdom and sensitivity. 


I know that the natural gas industry is in a period of transition. Major 
restructuring has taken place and will, no doubt, continue to take place. In 
this respect you represent the norm, rather than the exception. Scores of 
businesses and industries spanning most sectors of the economy are in much the 


same boat, bravely grappling with the strains and stresses of adjustment and 


the challenges of adaptation. 


Domestically, in Canada, as in the United States and other industrialized 
countries, the new technologies -- characterized by silicon chips and fibre 

optics -- are producing changes in our economic structure with far-reaching 
implications for the old mass production system and for resource-based industries. 
One need only reflect on how refinements in the design of a silicon chip have 


improved all kinds of products while at the same time lowering their price. 


On the international stage, differing rates of technological advance, especially 


in developing countries, are resulting in significant shifts in comparative 


advantage. And so we see bold, new competitors coming forward as forces to 


be reckoned with in the world marketplace. 


These dramatic changes have taken place against a backdrop of emerging 
interdependence among the industrialized nations of the world. I am not sure we 
have all yet recognized the extent of this interdependence or what its 
implications are. Yet one of the great challenges business and political leaders 
face in this age of innovation and change -- a challenge we ignore at our 

peril -- is how best to manage the complex phenomenon of interdependence to 


the mutual benefit of all nations. 


A moment ago I characterized the emerging phenomenon of interdependence as a 
backdrop to some of the dramatic changes brought on by new technologies. 
Perhaps it would be more accurate to suggest that interdependence itself has 
been both the agent and the vehicle of some of these momentous changes to the 
very structure of our economy. Interdependence means that not only change, 
but the effects of change as well, are transmitted from country to country at a 


rapid rate. 


Nowhere is the emerging interdependence epitomized more fully than in the 
relationship of Canada and the United States. Nor should that really be a 
surprise to anyone. After all, Canada's development, like that of the United 
States, has been the story of how we succeeded in managing the interdependence 
of diverse regions with different strengths and needs within our own country. 
Ontario manufacturers have depended on a growing market in Quebec and 
vice-versa; prairie grain farmers have depended on superior shiploading 

facilities in British Columbia; major urban centres like Toronto and Montreal 
have depended on Alberta natural gas. And so it has evolved. Substitute 


American names for Canadian, and the story is the same. 


It is not so startling, then, that interdependence should develop between us. 
The fact that Canada and the U.S. share the longest undefended border in the 
world, while something of a cliché, nonetheless says a great deal about the 
fundamental nature of trust and cooperation that marks our relationship. Our 
common heritage, our commitment to democracy and the free enterprise system, 
our similar values, hopes and aspirations and our unbroken record of mutual 
respect -- all these have built a positive basis for economic interdependence. 


And interdependence has indeed grown. 


ae a 


The most often cited evidence of the growing interdependence are the impressive 
trade figures. We are each other's best trading customers -- by a long shot. 
More than 75 per cent of Canadian exports -- valued at $85 billion Canadian -- 
were sold to the United States in 1984. Natural gas exports alone, account for 
about $4 billion of this trade. In the other direction, we buy everything from 
computer parts to California wines. About 24 per cent of American exports, == 
at a value of about $65 billion Canadian -- were bought by Canada. That's a 
pretty substantial amount of purchases for a nation whose market represents 


one-tenth the size of the American market. 


Let me put the trade picture in another perspective. U.S. exports to Canada 
are twice what the U.S. exports to Japan and are greater than all U.S. 
exports to Britain, France and West Germany combined. Our markets are open 


to U.S. goods. 
Trade figures, however, represent only the tip of the iceberg. 


Beyond trade the picture includes Canadian companies with branches in the 
United States and American companies with branches in Canada. It involves the 
most highly interrelated and sophisticated financial markets in the world. It 


involves countless joint ventures on matters as varied as environmental 


protection and defence. 


Each of us has invested substantial amounts in the other. Total Canadian 
investment in the U.S. at the end of 1984 was in excess of $29 billion Canadian 


while U.S. investment in Canada amounted to more than $64 billion Canadian. 


Ana the concrete evidence of interdependence is everywhere. It is manifested 


dramatically when the Canada space arm contributes to the success of a U.S. 
space shuttle mission. Or by the fact that when a Chrysler van rolls off the 
assembly line it is truly a hybrid of Canadian and American manufacturing. Or 
indeed by the fact that the effort on both sides of the border in planning and 
building the Alaska Natural Gas Transmission System makes it one of the largest 


cooperative energy projects ever undertaken by two nations. 


The reality of interdependence tells us that Canada and the United States have 
a common stake in the healthy functioning of each other's economies. 
Protectionism, in whatever form -- while appealing to some as an apparent 
safeguard to domestic industry against the unfair trading practices of some 


foreign nations -- is harmful, misguided and short-sighted. 


I know that some Americans are calling for protectionist measures because of 
America's sizeable trade deficit with Canada. But trade deficits tell only part 
of the story, at least in the case of Canadian-American commerce. Historically, 
Canada's trade surplus with the U.S. has been more than offset by deficits on 
service transactions such as investment flows, interest payments, and Canadians 
visiting California. And this has meant that Canada's overall current account 


with the United States has in fact been negative far more often than not. 


Canada is a fair trader. We intend to remain a fair trader. What concerns us 
is that we may get caught in a protectionist cross-fire if the United States 


moves to act against countries who resort to unfair trading practices. 


We do not believe that protectionist measures are in the best 

interests of either Canada or the United States. To the extent that U.S. 
protectionist measures prevent Canada from reasonable access to the American 
market, our sales decline, our standard of living falls, and Canadians in turn 
become unable to afford the goods that you would hope to sell in Canada. We 
lose, but you lose too. That's the common stake we have in each other's 
economy. That's the reality of interdependence. And that's why we must 
seek, cooperatively, solutions that avoid the mutually destructive results of 
protectionism on the well-being of those who live both above and below the 49th 
parallel. Canada knows by bitter experience that protectionism doesn't solve 


problems -- it creates them. 


We in Canada learned during the energy crisis of the 1970s the hard lesson of 
trying to wall off our national economy from world economic forces. Many of 
you will recall that the government of the day tried to cushion Canadians from 


the rapid increase in world oil prices. 
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For a time the nation lived an artificial existence. The truth was that painful 
adjustments were merely delayed and, in many respects, compounded. And it 
is only since the new government came to office last year that we have moved 


rapidly to a deregulated open oil market in Canada. 


As you are probably aware, Canada is currently considering whether to pursue 
negotiations with the United States that might eventually lead to a liberalized 
trade agreement. As the Prime Minister said in a recent interview, Canada 
must increase its percentage of foreign trade if we are to create the jobs 
Canadians need. In our mind, trade means jobs, and we must trade our way 
out of a very serious unemployment problem. Of course, if we decided to 
proceed with discussions, we would be looking for freer but also fairer trade -- 
fairer for both nations. However, from our point of view, certain things would 
not be on the table for negotiation. We would never discuss anything that 


impinged on our national sovereignty and our cultural integrity. 


I said a little earlier that interdependence implies that we each have a common 
stake in the healthy functioning of each other's economy. Therefore, I'm 
pleased to be able to tell you that Canada's economy has shown significant. 
improvement over the past year and I am confident that this momentum will 


continue through the coming year. 


Early in the recovery, Canadians watched with admiration, as well as a touch of 
envy, as the American economy surged forward with almost unheard of strength 
and vitality. Now, as those dizzy rates of growth in the U.S. economy have 
come down to earth again, we find that the Canadian economy has in fact been 


outperforming the U.S. in a number of areas over the past year. In the four 


quarters ending in June: 


-- Canada's economy grew at a rate of 4.6 per cent compared to 2.0 per cent 


in the United States. 


--  After-tax corporate profits in Canada rose by 5.4 per cent while they 


declined in the U.S. 


-- Real residential construction in Canada jumped by over 10 per cent while 


American residential construction showed no-growth over the same period. 
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-- Real personal disposable income in Canada grew by 4.0 per cent, compared 


to 3.4 per cent in the U.S. 


-- Reflecting the relatively greater strength of our economy, employment in 
Canada has increased -- by 3.1 per cent compared to 1.7 per cent in the 
U.S. -- and the unemployment rate has declined substantially more in 
Canada than in the U.S., despite the stronger labour force growth in 
Canada. Even so, the unemployment rate in Canada remains higher at 


10.3 per cent as of August than the U.S. rate of 7.0 per cent. 


-- Canada's performance on the inflation front has also been relatively 
strong. Inflation has been at or below the 4 per cent level for the past 


year, a rate which is comparable to the U.S. performance. 


Until recently we have been concerned about investment activity -- or the lack 
of it -- in Canada. However, in the second quarter of this year business 
investment shot up at an annual rate of 22 per cent, resounding proof of the 
economy's improvement and the confidence investors are showing in the 


prospects for the Canadian economy. 


I hope I won't sound unduly partisan if I say that the improvements Canadians 
are witnessing in our economy are the result of the new approach the 
government has taken. When we came to office a year ago we established two 
overriding priorities, priorities that bear fundamentally on Canada's ability to 


perform up to its economic potential. 


Those priorities were national reconciliation and economic renewal. In fact, 
both priorities are inseparably linked. In Canada, the surest basis for 
national reconciliation is a strong economy, but it is equally true that a strong 


economy hinges on a sense of national cohesion and common purpose among all 
our provinces and regions. 


In the past year there has been a dramatic improvement in the relations 
between the federal government and its provincial counterparts. National 

harmony is stronger today than it has been for years. Part of the improvement 
_has been a change in style. We have replaced the former government's 


confrontational approach with an approach that emphasizes conciliation and 


ie a 


cooperation. This has been long overdue. Now we've got the atmospherics 
right, and that's an important ingredient in any truly national effort to 


energize the economy. 


Nowhere is the success of our effort more evident than in the optimistic new 


outlook that one encounters today in the province of Quebec. 


For many years there has been a simmering discontent in Quebec that strained 
the seams of the Canadian confederation. Quebecers were made to feel that their 
aspirations as a unique culture could not be preserved within the Canadian 


federal system. 


Today there is a restored sense of confidence in Quebec that its cultural and 
economic aspirations can best be met in full partnership in the Canadian federal 
system. There is a new outward-looking attitude and a renewed sense of 
economic dynamism in Quebec. And the signs indicate that Quebec's economy is 


looking up again after a period of sub-standard activity. 


In facing the challenge of economic renewal -- our second major priority -- the 
government has charted a new direction for the economy. That new direction is 
grounded in our conviction that we must create the right conditions for all the 
players -- consumers, investors, entrepreneurs, and businesses large and small 
-- to maximize their economic behaviour. In the past the federal government 
has proved to be a deterrent to the productive functioning of the economy. 
Overregulation strangled dynamic economic response. Excessive subsidization 
dulled private initiative. Government substituted its judgments for the 
judgments of the marketplace, and in doing so undermined the capacity of the 


private sector to be the leading force in creating economic growth and 


prosperity. 


Fundamental to our new vision is the critical importance we attach to creating a 


better framework for economic growth and to ensuring that government is not 


an obstacle to change. We realize that to expect increased investment, greater 


innovation and the development of new enterprise, we cannot allow a heavy web 


of government regulations to immobilize the creators and producers in society. 
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We are determined to reduce the regulatory burden, wherever possible. We are 
already moving to achieve this in variety of sectors including transportation, 


communications, and of course the energy sector. 


Indeed, it is in the energy sector where we have moved most decisively. The 
Western Accord is a landmark agreement that eases oil and gas price regulation 
that for five years under the N.E.P. thwarted investment and growth in 
Western Canada's energy sector. Among other desperately needed reforms, it 
deregulated crude oil prices, and provided for the elimination of the special 
energy taxes, including the controversial Petroleum and Gas Revenue Tax. All 
in all, it is a clear message that the Canadian government is committed to a 
market-oriented approach, not a government-administered approach. Our 
actions in the past year have, I believe, resulted in a dramatic improvement in 
our bilateral energy relations with the U.S. Witness the U.S. decontrol of oil 


exports to Canada. 


As part of this overall improvement, there has been considerable progress in 
the natural gas sector. I know that from both our points of view, the 
implementation by Canada last year of a market-sensitive gas export pricing 
regime was welcome news. This measure confirmed that Canada is a secure, 
long-term source of supply of natural gas for the American market. The fact 
that it now is also attractively and competitively priced means that your 


consumers have also shared in the benefits of this policy. 


Canadian producers, too, have benefitted, as volumes have increased, and export 
revenue earnings have stabilized. Consider that a year ago all Canadian gas 
exports were being sold at government-administered prices, and that now most 

of our exports are sold at prices negotiated between your buyers and our 


sellers. We have come a long way in a year. 


Within our borders, as well, there is considerable potential for similar 
innovation. Domestically, we currently are exploring possibilities for developing 
a market-oriented pricing system for gas moving between our provinces. While 
there are many competing interests which must be considered in determining 
how we make the move to such a system, we are confident that the direction of 


change is clear. Deregulation is a fact of life here, and so we are watching 
your experience closely. 


- 9 - 


Just as our actions have had a direct effect on the health and vitality of our 
energy trade, so too have yours. The decontrol by the U.S. this summer of 
its oll exports to Canada is a concrete example of how we need to work together 
' to our mutual advantage. This is a theme which is particularly apt at the 
present time in terms of our natural gas trade. Canadian exporters participate 
actively in U.S. gas markets. We are directly affected by your regulatory 
decisions. Once again, this is an area which can benefit from the kind of 
mutual cooperation and respect our two countries have come to expect of one 
another. 


In my remarks today I have suggested that economic interdependence is not so 
much an option for Canada and the United States as it is a fact of life. 

There's no turning back or turning off. How smooth the road to the economic 
future will be depends on how well we pave it with wise domestic policies that 


not only advance our own interests, but our common interests as well. 


We must continue to strengthen the cooperative links that have served us well 
in the past to our mutual advantage. That is probably the least difficult of 


tasks. 


It will also be important for us to ensure that our thinking and planning 
facilitates mutual cooperation as well. And that requires a measure of vision 


and a measure of flexibility in our approach. 


Canadians and Americans have every reason to believe that economic 
interdependence will continue to evolve in the best interests of both our 
countries. Through vision, through wise management, through cooperation, 


interdependence can serve our brightest hopes for economic prosperity. 
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NEW ISSUE OF CANADA SAVINGS BONDS PLANNED THIS FALL 
EE MANNED PIO PALL 


Ottawa, September 26, 1985 
85-163 


The Honourable Michael Wilson, Minister of Finance, today announced that a new 
issue of Canada Savings Bonds (Series 40) will be offered to investors this 
Fall. The new series will be available for cash starting October 23 and will 
bear interest starting November 1, 1985. Further details, including the rate of 


interest to be paid, will be provided around mid-October. 


The October announcement will also specify the rate of interest to be paid on 
all outstanding and unmatured Canada Savings Bond issues for the year 


commencing November 1, 1985. 


All outstanding and unmatured issues provide for an annual rate of return of 
11.25 per cent for the one year period ending November 1, 1985. After that 
date, each issue bears a specified minimum rate of interest which is guaranteed 
each year until maturity. The guaranteed minimum rate currently payable after 
November 1,1985 is 8 1/2 per cent for Series 37 and 7 per cent per annum for 


both Series 38 and 39. For all other outstanding unmatured series, the 


guaranteed minimum rate is 10 1/2 per cent per annum. 


Mr. Wilson reminded holders of Canada Savings Bonds series 28, issued in 1973, 
Series 31, issued in 1976, and Series 33 issued in 1978, that these bonds 
mature on November 1, 1985 and will not earn interest after that date. 
Investors who wish to apply the redemption proceeds from these maturing bonds 
towards a purchase of the new Fall CSB issue should contact any authorized 
CSB sales or issuing agent before the end of October to ensure that the 


transaction can be completed before the sales termination date. 
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BOOKLET SHOWS CHANGES ARE NEEDED TO KEEP CANADA PENSION PLAN 
Orr ee REE VANADA PENSION PLAN 
FINANCIALLY HEALTHY 


HALIFAX, September 27, 1985 -- The Honourable Michael Wilson, Minister of 
Finance, said today he and his provincial counterparts are intensifying their 
discussions on how to improve the Canada Pension Plan while Keeping its 


long-term financing on a secure footing. 


Mr. Wilson released a booklet which sets out the present financial position of 
the plan, now in its 20th year, and the factors involved in maintaining and 


enhancing its financial health. 


Mr. Wilson issued the 23-page document at the conclusion of a two-day meeting 


with provincial ministers of finance and treasurers. 


The ongoing discussions between the federal and provincial governments will 
deal with future financing, improvements in benefits and how best to maintain 
the parallelism between the CPP and the Quebec Pension Plan. 

Mr. Wilson noted: "This booklet shows that the CPP is in good financial 
health. However, my provincial counterparts and I agree there should be 
consideration given to an early increase in the level of premiums that Canadian 
workers and their employers contribute to the plan. This will maintain the good 
health of the plan as the total amount of pension payments rises in the years 


ahead, and will result in each generation contributing more fairly to the cost of 


the benefits they will eventually receive." 
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He added that, when the CPP was established in 1966, it was intended that its 
finances be reviewed after some 20 years' experience. Since 1966, CPP benefits 
have been improved several times, with no increase in premiums. As well, the 
proportion of Canadians over age 65 is steadily increasing, and individual 
pensions have become larger as the CPP matures. For these reasons, the 


amount that the CPP pays out in pensions will rise significantly and steadily. 


When the CPP began, it was known that the initial contribution rate would not 
be adequate to cover pension costs over the long term. As expected in its 
early years, the CPP has paid out less in benefits than it has taken in. But 
with the steady rise in pension payouts in the years to come, the fund that has 
accumulated would be depleted by about the year 2003 if there were no change 


in the rate of contributions by Canadian workers and their employers. 


The booklet explains why a financing approach that involves gradual increases 
in the contribution rate each year would be preferable to a sudden large 


increase in the rate once the CPP fund was depleted. 


For further information, contact: 


Jean T. Fournier 

Assistant Deputy Minister 

Federal-Provincial Relations and Social Policy Branch 
(613) 996-0735 
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NEW CHAIRMAN OF CDIC APPOINTED 


The Honourable Barbara McDougall, Minister of State for Finance, announced 
today the appointment of Ronald A. McKinlay of Toronto as chairman of the 
Canada Deposit Insurance Corporation (CDIC). The appointment, effective 


September 30, 1985, is for a five-year term. 


Mr. McKinlay retired last January as chairman of The Clarkson Company 
Limited, where he had worked since 1966. Previously he was an industrial 


adviser at the Bank of Montreal. 


Mrs. McDougall said she is pleased that a person of Mr. McKinlay's ability and 
experience is assuming the chairmanship of CDIC at a time when a high priority 


of government is to strengthen Canada's system of financial institutions. 


"The deposit insurance system plays a vital role in supporting public policy 
objectives, particularly as they relate to consumers and the stability of the 
financial system," the Minister said. "Mr. McKinlay's contribution will be most 
valuable as we develop new policies and procedures following the publication 


last spring of the discussion paper on financial institutions and the Wyman 


report on the CDIC." 
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BILL TABLED ON COMPEN ION Ee UNINSURED DEPOSITS IN TWO BANKS 


Ottawa, October 3, 1985 


OCT 151985 85-168 


The Honourable Barbara McDougall, Minister of State for Finance, today introduced 
in the House of Commons legislation to authorize the government to pay compensation 
for deposits in the Canadian Commercial Bank and Northland Bank that are not 
insured by the Canada Deposit Insurance Corporation (CDIC). Deposits to a 


maximum $60,000 in the banks are insured by CDIC. 


Mrs. McDougall noted that compensation for uninsured deposits can not be made 


until the legislation is passed by Parliament. 


"Among depositors in the two banks are small businesses, municipalities and 
charitable organizations which are in immediate need of funds," the Minister 
said, and expressed the hope that the legislation could receive early passage 


through the House. 


Mrs. McDougall said that, in deciding to reimburse uninsured depositors, the 
government was concerned about the unsettling effects on the economy if such 
support was not provided. As well, it recognized that by maintaining their 
deposits in these two Alberta-based banks, depositors had expressed their 
confidence in the government's policy of encouraging the development of 


regionally-based financial institutions. 


CDIC has already begun payments to insured depositors in the Canadian 


Commercial Bank, and anticipates it will shortly be in a similar position with 


regard to the insured deposits of Northland Bank. 


42 
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On Friday, October 4, CDIC will seek an order for the appointment of a provisic 


liquidator of the Northland Bank. 


Under the proposed legislation, the government would pay uninsured depositors 
the value of principai and accrued interest to September 1, 1985, in return for 


the depositors’ rights in connection with their deposits in the institution. 


The compensation would be paid in two instalments. The first instalment of 
60 per cent of the amount payable would be made, on application by the 
depositor, following enactment of the legislation. The remaining 40 per cent 
would be payable on April 1, 1986. The payments would be made in the form 
of two cheques, with the latter being post dated and delivered with the first 


cheque. Compensation payments are expected to total an estimated $875 million. 


Special provision may apply to deposits of depositors who have loans from the 


institution. 


The bill would also provide similar compensation for uninsured deposits in the 
CCB Mortgage Investment Corporation in the event that that institution is 
unable to solve liquidity and other problems resulting from the failure of the 


Canadian Commercial Bank. 


The Superintendent of Insurance took control of the assets of the 

CCB Mortgage Investment Corporation after a curator for the Canadian 
Commercial Bank was appointed at the start of September. A firm of 
independent auditors has been appointed to appraise and report on or before 
November 2 on the financial condition of the Corporation. CCB Mortgage 
Investment Corporation has approximately $100 million of deposits, of which 


some $94 million are insured by the CDIC. 


It is proposed that CDIC will be appointed to act as agent of the government to 
make payments to the uninsured depositors. CDIC will be writing to all 


depositors explaining how the legislation will apply to them. 
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Mr. Chairman, we are all indebted to our hosts, the Government of the Republic 
of Korea and the City of Seoul, for the excellent arrangements and facilities 


they have provided to make our meeting here both productive and agreeable. 


Since the IMF/World annual meetings held in Toronto in 1982, we have concentrated 
on drawing up and refining a road-map to steady non-inflationary growth in the 
economies of the industrial countries and to adjustment and renewed growth in 

the developing countries. We can note with satisfaction today that we have 

made much progress along the path we charted. However, we still are walking 


a bumpy road and there are some troubling signs ahead. 


These worrisome signs include the risk of an excessive slowdown in the U.S. 
economy and of an insufficient pick-up in growth in other major economies; they 
are reflected in continued high real interest rates and difficulties in coming to 
grips with high structural budget deficits. They also encompass large external 
imbalances between major economic powers and the menace of growing protectionist 


forces. 


For the developing countries, the burden of high debt servicing costs and 
domestic financial imbalances is creating serious social and political strains in 
their societies. Debt service difficulties are being compounded by weak and 


declining commodity prices, difficulties in securing new financial flows, and the 


prospect of slower export growth. 


With that as a backdrop, let me concentrate today on three general areas where 
our countries should be seeking ways to respond with more imagination and 
determination to the evolving economic and financial situation. These can be 


broadly summarized under the headings of macro-economic policy management, 


international trade and the international debt situation. 


Looking at macro-economic policy management, it is clear that the.U.S. economy 
has played a key role over the past three years in moving the global economic 
system out of the depth of the 1981-82 recession; however, the U.S. on its own 
eould not sustain this impetus'indefinitely. The slowing in the U.S. economy 
was to be expected and should not be seen in itself as a cause for concern. It 
is clear that the United States' main responsibility to the system now is to 

follow through on the first steps it has taken to reduce its structural budget 
deficit. At the same time, the other large and powerful economies must continue 


to preserve the growth momentum that has been established so far. 


In their latest statement the G-5 countries have explicitly recognized that there 
exist serious financial imbalances and currency misalignments among them. 

They have also rightly concluded that the only lasting corrective solution is the 
redirection and adaptation of underlying economic policies to improve policy 


coordination and secure a greater convergence of economic performance. 


The essential questions that. remain to be answered by all of us are whether 
and how effectively our good intentions will be put into practice. That is, will 
those countries that need to provide more stimulus to global demand put in 
place policies that will achieve that objective? Will countries that need to 
exercise restraint have the political will and stamina to carry through with their 


program? 


Turning to international trade, we are all preoccupied by the serious imbalances 
which have developed and are persisting. These imbalances are not an accident 

of history; they are caused in part by the interaction of economic policies 

geared to domestic objectives, but which failed to take account of their broader 
international repercussions. Even more threatening is the potential political 
response to this situation; instead of addressing the root causes of the problem, 
many interest groups are pressing for a quick-fix solution through broadly-based 
protectionism measures. Not only would such short-sighted solutions fail to 

solve the problem at hand, but they would surely bring on the gravest consequenc 


for the international trading system, the level and structure of global output, 
and the generation of world income. 
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In both these areas -- economic policy management and trade policy -- Canada 
is making every effort to adapt to existing difficult circumstances. Without 

. question, we have made significant progress over the past year and this is a 
source of satisfaction to us. Our GNP rose by 4.5 per cent between the second 
quarter of this year and the same period in 1984, one of the highest growth 
rates among the industrial countries over that period. Moreover, domestic 
demand growth is now becoming predominant in our expansion now that the 
external impetus has diminished. Nearly 340,000 jobs have been created over 
the past year. Unemployment, while still standing at an unacceptably high 
level, has begun to move in the right direction. It declined to 10.4 per cent 
from the corresponding period last year. Inflation is now running at less than 


4 per cent, compared to double-digit levels only a few years ago. 


The major challenge facing us is to reduce our structural public sector deficit 
and thus permit the more efficient operation of market forces in our economy. 
These objectives are fundamental to the medium-term adjustment strategy which 


I outlined in the government's first budget, last May. 


Canada is also committed to a strong multilateral trading system buttressed by 
the rule of law. We therefore believe in the over-riding importance of continued 
trade liberalization and we strongly support the early launching of a new round 
of multilateral trade negotiations. Hand in hand with multilateral solutions, we 
are also pursuing trade liberalization bilaterally with the United States, our 


largest trading partner. Our bilateral and multilateral actions are complementary 


and mutually reinforcing. 


The third area where all of us who are meeting here are facing major challenges 
is the international debt situation. While many debtor countries have achieved 
a remarkable turnaround in their external positions over the past few years, a 
number still face a heavy debt service burden. Some of them are becoming 


discouraged with this situation and with the economic, social and political 


problems that it entails. 


The international debt problem appears to have entered a new phase. Today 


we are less concerned about temporary liquidity erises although these will 


surely surface periodically. Instead, we are now looking at a long term debt 
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service burden in many countries, which drains off a large proportion of export 
earnings, depresses standards of living and impedes development programs and 
strategies. The challenge before us is to review our strategy and take account 


of these longer-term problems. 


An essential element in improving the growth and development prospects for the 
stronger and more diversified debtor countries is a restoration of creditworthiness 
leading to increased voluntary commercial lending in support of worthwhile 
investments. This will require policies that not merely deter capital flight, but 
that are successful in mobilizing domestic savings to take advantage of internal 
investment opportunities. More attention must also be paid to the effective 
functioning of the private sector in the heavily indebted countries. We have 
already made a good start in this direction and gained much experience over 


the past several years; we must now persevere in these efforts. 


If we wish to encourage new private lending, we must also support adequate 
levels of official lending. If the national authorities of creditor countries give a 
signal -- either individually through their own agencies or collectively through 
their multilateral institutions -- that official financing activities need to be or 


are being trimmed, the private sector will surely follow suit. 


For those countries that do not have access to commercial credit and are facing 
severe economic hardships, it is particularly important that adequate aid and 
concessional financing be provided. This must be done to support ambitious 
and courageous structural adjustment programs to set these economies on a 


sounder and more self reliant footing. 


I have already touched on the question of protectionism in relation to the 

imbalances among the industrial countries, yet this is equally relevant and 
crucial in relation to the exports of the developing countries. The point is 
often made that the developing countries must have continued access to the 
markets of industrial countries if they are to ensure the adequacy of their 


export earnings and their debt service capacity. However, there is more to 
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this issue. If the developing countries are allowed to export what they can 
produce most efficiently, they will be able to increase their growth. This 
expansion will entail new import needs, which can be met by the most competitive 


sectors in the industrial countries. In this way trade and growth become 
mutually reinforcing. 


Mr. Chairman, we, as governors of the Fund and the Bank, have particular 
responsibilities in ensuring that our institutions can respond adequately to the 
challenges I have outlined above. The Fund and the Bank must work in close 
cooperation, not only to address short-term problems, but also to adopt measures 
and policies which will assure greater economic stability and growth in the 


future. 


Let me first deal with Fund-related matters. In the past, Canada has been a 
strong supporter of efforts to promote external adjustment in deficit countries, 
while providing members with the financial resources needed in support of their 
adjustment programs. Consequently, Canada supports the continuation of the 
Fund's enlarged access policy for 1986. I am pleased that there is acceptance 
that the limits set on borrowing from the Fund should not be greatly changed. 
This should give the Fund sufficient flexibility in its lending policies, even if 


the world economy evolves less favourably than expected. 


I also welcome the proposals that have been made to use the reflow of resources 
to the former trust fund to extend concessional financing to the low income 
countries which are willing to undertake serious structural adjustment programs. 
I share the view that these programs will have much greater chance of success 


if they are arranged in close cooperation with the World Bank. 


The question of the creation of non-conditional liquidity by the Fund through a 


new allocation of SDRs is still at issue. Canada endorsed the commitment of the 


Fund to reexamine the role of the SDR and believes that this study will be 


useful in evaluating the potential need and objective criteria for further 


infusions of SDRs in the monetary system. 
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Beyond these more immediate considerations, we must also reflect on the future 
evolution of the international monetary system and the need to adapt or modify 
the system to create a more stable world economic environment. The reports on 
international monetary issues prepared by the G-10 countries and the G-24 
countries are a good starting point. For the first time, we have two clear and 
comprehensive statements of the views cf both groups of countries on issues of 


common interest. 


Many of the concerns expressed in the G-10 and G-24 reports are parallel. 
Both see the need to improve exchange rate stability, to enhance the 
effectiveness of IMF surveillance and to ensure adequate aid and financial flows 
to developing countries. There is, however, considerable divergence in the 
proposed solutions to the weaknesses that have been identified. I believe, 

Mr. Chairman, that the executive board of the Fund should review the reports 
in detail and try to identify those areas where progress is more promising. 
The substance of these reports could then be reviewed and discussed at the 
spring meeting of the Interim Committee in the light of the executive board's 


advice. 


Mr. Chairman, I would now like to turn to World Bank issues. The Bank has 
played a productive role in assisting developing countries by providing 
financing for hundreds of essential development projects. This role must 
continue. But the Bank is ‘also well placed to assume an enhanced role in 
helping developing countries improve their overall economic performance. 
Canada, therefore, supports increased Bank lending in the next few years in a 
way that will serve to promote improved economic policies, structural adjustment 
and a more efficient use of resources on the part of its borrowers. This 
expanded lending program must lead us quite soon to discussion of a general 
capital increase for the World Bank. 


Turning to IDA, I am encouraged by our agreement to begin the negotiations on 
the next replenishment very soon. We want to see IDA regain its position as 
the premier multilateral concessional lender and we look for a substantial 


increase in its resources. We will also be seeking creative ways of ensuring 
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that these resources are used in the most effective manner possible. We 
welcome the efforts which the World Bank is making through IDA and the 
Special Facility for sub-Saharan Africa to alleviate hardship and improve 
economic performance in those countries. We hope the next replenishment of 
IDA will enable this emphasis on Africa to be carried forward while still 
permitting IDA to meet the needs of other recipients. 


Over the past few days we have spent a great deal of time focussing on the 
problems of the poorest and of the most heavily indebted. Is there not some 
risk, however, that we may inadvertently be forgetting about the countries that 
fall into neither category? At this year's Economic Summit in Bonn, the 

Prime Minister of Canada stressed the difficulties being experienced by many of 
the lower middle-income countries. Many face debt-servicing obligations which 
place a crushing burden on their economies. Some are dependent on a few 
resource-based commodities for their export earnings and have experienced a 
significant deterioration in their terms of trade. Many have undertaken major 
programs of structural adjustment. However, as they are neither in the category 
of the poorest or the largest debtor countries, these efforts may be constrained 
by inadequate access to resources either from concessional or non-concessional 


resources. 


I am encouraged by the increased sensitivity on the part of the Bank and the 
Fund to the difficulties faced by these countries. Nevertheless, I feel that 
further efforts are needed to assess their economic and financial problems so 
that we can develop ways of more effectively meeting their needs. As a first 
step in this process I have proposed that the World Bank undertake an indepth 


analysis of the challenges facing the lower middle-income countries. 


Mr. Chairman, the problems faced by the world economic community are numerous 
and their complexity and difficulty constitute major challenges. Regardless of 
our individual situations, we each have our own responsibilities to adopt 

at are conducive to a lasting improvement in our own 

in the world economy. At the same 


domestic policies th 


national economies and also, by extension, 
time, the stronger countries must help the weaker countries to benefit from our 


Bn 


actions in a way that not only provides them with the necessary financial flows, 
but also improves their growth prospects in the most efficient manner possible. 
We have two powerful institutions to help us in meeting these challenges: the 
Fund and the Bank. Let us support them and strengthen their role further. 
Let us also bear in mind that private investors and lenders have a critical role 
to play. But they are looking to us -- governments and multilateral 


institutions -- for leadership. Let us not fail in these tasks. 


Publicar -. 
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85-174 


The Honourable Michael Wilson, Minister of Finance, today announced that the 
1985/86 series of Canada Savings Bonds will offer investors 8.50 per cent 
interest in the first full year and a guaranteed minimum of 6.50 per cent in 
each of the following six years to maturity in 1992. 


Mr. Wilson also announced that the individual purchase limit for bonds of this 


new series will be $75,000. "This limit, however, will not restrict holders of 
maturing series S28, S31 and S33 bonds from converting the full principal 
amount of their certificates coming due November 1," the Minister said. "The 


maturing amount can be in addition to the $75,000 limit." 


Mr. Wilson said he anticipates "strong public demand for the new issue because 
of the attractive first-year return as well as other valuable features of CSBs." 

He also emphasized that the 6.50 per cent rate offered after the first year "is a 
minimum and, as in past years, may be adjusted upward." 


Canada Savings Bonds of the new series (S40) will go on sale Wednesday, 
October 23, and no accrued interest will be charged when purchased up to and 
including Friday, November 8. However, as with past series of CSBs, the 
Minister reserves the right to terminate sales at any time at his discretion. 


The Minister further announced that the 8.50 per cent rate will also apply to 
the last three series of Canada Savings Bonds (S37 dated 1982, S38 dated 1983, 
and S39 dated 1984) for the year commencing November 1, 1985. The 
guaranteed minimum annual rates for these series are: 8.50 per cent for S37 
and 7.00 per cent for S38 and S39. 

For all other series of unmatured Canada Savings Bonds, the existing 
guaranteed minimum annual rate of 10.50 per cent will apply for the year 
commencing November 1, 1985. 


THE “NEW SERIES 


The new series will be dated November 1, 1985 and will again be offered in two 
forms -- Regular Interest Bonds which pay interest annually by cheque or 
direct deposit, and Compound Interest Bonds, on which interest is left to 


accrue and compound annually to maturity. 


i There will be no interest 
Investors may cash the new bonds at any time. i 
penalty for ee redeemed after December 31, 1985; no interest will be paid on 
bonds of this issue cashed during the initial two months from the November 1 
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date of issue. Interest on this series will accrue on a monthly basis. In cases 
where Regular Interest Bonds are redeemed during the months of September 
and October in any year, unearned interest will be deducted from the 
redemption proceeds and a full year's interest will be forwarded to the investor 
on the following November 1. This procedure facilitates the preparation of 
annual interest payments. 


The bonds may be registered only in the name of bona fide residents of 
Canada, estates of deceased persons, or a trust governed by certain types of 
deferred savings and income plans, including Registered Retirement Savings 
Plans, Registered Pension Plans, Deferred Profit Sharing Plans, Employee Profit 
Sharing Plans, Registered Retirement Income Funds, and Registered Education 
Savings Plans. 


No person may have a beneficial interest in this series greater than $75,000. 
However, there will be an exception to this purchase limit for holders of the 
1973/74 (S28), 1976/77 (S31) and 1978/79 (S33) series of Canada Savings Bonds 
which mature this fall. Holders of these maturing series may convert the full 
principal component of the redemption proceeds into the new issue without 
affecting this year's purchase limit. 


Investors may purchase their bonds at banks and other authorized sales outlets 
including investment dealers, stock brokers, trust and loan companies, credit 
unions and caisses populaires. In addition, some 10,000 firms and organizations 
across the country will operate Payroll Savings Plans to permit employees to 
acquire bonds by payroll deductions. 


Both types of bonds will be available for cash purchase. Only the Compound 
Interest Bonds are available under the Payroll Savings Plan offered at many 
workplaces and the Monthly Savings Plan offered at banks. For the Monthly 
Savings Plan, sales will not extend beyond Friday, November 8 and individual 
purchases will be subject to a minimum amount of $1,000 and a maximum amount 
of $10,000. So that organizations offering the Payroll Savings Plan will have 
sufficient time to process applications of individual employees before submitting 
bulk employee applications to an authorized issuing agent, the deadline for 
making such submissions will be Tuesday, November 19. 


On Compound Interest Bonds, accrued interest is compounded automatically 
after the first year. The rate at which compound interest is earned will be 
equal to the simple annual interest rate payable for that year. 


Both types of bonds are registered as to principal and interest. The Regular 
Interest Bonds offer the convenient option of direct deposit of interest. 
Investors wishing to have annual bond interest deposited directly into their 
chequing or savings account may make the necessary arrangements where they 
normally bank. Both types of bonds will be offered in denominations of $300, 
$500, $1,000, $5,000 and $10,000. A $100 bond will also be available in 
compound interest form only, subject to a limit of five $100 bonds on each 
purchase application. 


OUTSTANDING UNMATURED ISSUES 


As in the past, payment of the rate of return on outstanding unmatured Canada 
Savings Bonds will be made according to the series and type of bond as follows: 
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a) Series dated November 1, 1982 to 1984 inclusive: 


Regular Interest Bonds of these series will earn simple annual interest at 
the rate of 8.50 per cent for the year beginning November 1, 1985. As a 
result, holders of Regular Interest Bonds will receive an annual interest 
payment of $85.00 per $1,000 bond on November Le 9862 


Compound Interest Bonds will earn both simple annual interest and 
compound interest at the rate of 8.50 per cent for the year beginning 
November 1, 1985. The value of each $1,000 Compound Interest Bond as 
of November 1, 1985 and November 1, 1986 is as follows: 


Value at Value at 

Series November 1, 1985 November 1, 1986 
1982/83 (S37) $1,366.45 $1,482.59 
1983/84 (S38) $1,220.04 $i.g2825 
1984/85 (S39) $1712 50 Sis 207 206 


b) Series dated November 1, 1977 and November 1, 1979 to 1981 inclusive 


Regular Interest Bonds of these series will earn simple annual interest at 
the rate of 10.50 per cent for the year beginning November 1, 1985. Asa 
result, holders of Regular Interest Bonds will receive an annual interest 
payment of $105.00 per $1,000 bond on November 1, 1986. 


Compound Interest Bonds will earn simple annual interest at the rate of 

10.50 per cent and compound interest at the rates shown below for the 

year beginning November i, 1985. The value of each $1,000 Compound 

Interest Bond as of November 1, 1985 and November 1, 1986 is also 

provided. 

Compound Value at Value at 

Series Interest Rate November 1, 1985 November 1, 1986 
Ot 18532) 11.33% $2,431.91 $2,699.28 
1979/80 (S34) 11.33% $2,109.16 $2,339.93 
1980/81 (S35) 11.29% $1,886.99 $2,091.80 
1981/82 (S36) 10.50% $1,645.31 $1,818.07 


MATURED AND MATURING ISSUES 


The Minister reminds holders of the 1973/74 (S28), the 1976/77 (S31) and the 
1978/79 (S33) series that these bonds will mature on November 1, 1985 and will 
not earn interest after that date. Although these series mature November 1c 
investors who wish to apply the redemption proceeds from their soapstone bonds 
towards purchase of the new issue may contact any pid seed ee SS 
Bonds sales or issuing agent at their convenience during October to arrange 


the transaction. 
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The maturing S33 series was issued in Regular and Compound Interest form. 
$1,000 Compound Interest Bond of this series will be worth $2,305.86 on the 
November 1, 1985 maturity date. 


Both the maturing S28 and S31 series are "old style" bonds which were issued 
in Coupon and Fully Registered forms. Series 28 was also issued in Special 
Fully Registered form. These bonds pay a maturity cash bonus if held to the 
November 1, 1985 maturity date of $482.70 for every $1,000 bond of S28 and 
$356.90 for every $1,000 bond of $31. In addition, holders of S28 bonds are 
also entitled to an interim cash bonus of $205.00 for every $1,000 bond (which 
was payable November 1, 1979) as long as the upper left-hand corner of the 
bond certificate has not been removed. 


Series $28 and S31 are the last of the "old style" bonds to come to maturity. 
Therefore, holders of any of these types of bonds should be aware that they 
have matured and will no longer earn interest. All bonds issued prior to 1977 
(S1 to $31) as well as the series dated 1978 (S33) will have matured by 
November 1, 1985. 
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For immediate release 


Ottawa, October 18, 1985 


MONTHLY STATEMENTS OF 
FINANCIAL OPERATIONS 


The Honourable Michael Wilson, 
Minister of Finance, released today 
the regular monthly statements of the 
government's financial operations for 
July 1985 and the first four months 
of the 1985-86 fiscal year. 


For July, budgetary revenues were 
$6,328 million, budgetary expenditures 
were $8,162 million and there was a 
deficit of $1,834 million. For 1984, 
revenues were $5,773 million, expen- 
ditures were $7,568 million and there 
Mas a cericit of $1,795 million. 


For the first four months of the 
1985-86 fiscal year, revenues were 
$19,417 million, expenditures were 
$30,992 million and there was a 
deficit of $11,575 million. For the 
Same period last year, revenues were 
$17,295 million, expenditures were 
$28,609 million and there was a 
getiert sof $11,314 million. 


Publication immédiate 


Ottawa, le 18 octobre 1985 


ETATS MENSUELS DES 


OPERATIONS FINANCIERES 


L'honorable Michael Wilson, ministre 
des Finances, a publié aujourd'hui les 
états mensuels réguliers des opérations 
financiéres du gouvernement pour le mois 
de juillet 1985 et les quatre premiers 
mois de l'année financiére 1985-86. 


Les chiffres budgétaires de juillet 
montrent des recettes de $6,328 millions, 
des dépenses de $8,162 millions et wm 
déficit de $1,834 millions. En 1984 les 
recettes s‘établissaient a4 $5,773 
millions, les dépenses 4 $7,568 millions, 
et le deficit 4 317-795 miltone, 


Les quatre premiers mois de 1'année 
financiére 1985-86 ont produit des 
recettes de $19,417 millions contre des 
dépenses de $30,992 millions d'ot uw 
déficit de $11,575 millions. La période 
correspondante de l'an demier avait 
donné des recettes de $17,295 millions, 
des dépenses de $28,609 millions et un 
déficit ‘de’$11,314 millions. 


Ottawa, Canada K1A 0G5 
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Immediate release ma oh Ottawa, November 1, 1985 


85-188 


INVESTMENT IN SMALL BUSINESS BY PENSION AND OTHER RETIREMENT 
-——S— S EU IE ME VEE EMG 
PLANS - DRAFT LEGISLATION RELEASED 


The Honourable Michael Wilson, Minister of Finance, today released draft 
legislation and regulations relating to the measures contained in his May 23, 
1985 budget to encourage investment in small business by registered pension 


and other retirement plans. 


The draft legislation and regulations incorporate several recommendations made 


during post-budget consultations. 


"In particular, I note that effective January 1, 1986, deferred income plans that 
have made qualifying small business investments after October 31, 1985 will be 
permitted to invest in additional foreign property. In addition, a trust may be 
utilized in the pooling of qualifying small business investments, in the same way 
as the small business investment limited partnership referred to in the Budget 
Papers. Further, the draft provisions confirm that the provincially-assisted 
venture capital corporations (referred to as prescribed venture capital 


: : a + : a 
corporations) will qualify for these measures," Mr. Wilson said. 


The Minister also indicated that consultations are continuing on these measures 


and that representations should be forwarded to the Tax Policy and Legislation 


Branch of the Department of Finance as soon as possible. 


> + vs 
Further information: 


A. MacNevin (613) 992-2861 
C. Muirhead (613) 996-0597 
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Small Business Investments by Deferred Income Plans 


The amendments contained in the attached draft income tax 
legislation and regulations implement the proposals contained in the 
Budget Papers of May 23, 1985 relating to small business investments 
by deferred income plans. 


These proposals are intended to encourage deferred income 
plans (registered pension plans, registered retirement savings plans, 
registered retirement income plans and deferred profit sharing plans) 
to invest in small and medium-sized businesses. The amendments permit 
RRSPs and RRIFs to invest directly in qualifying small businesses and 
allow all deferred income plans to channel such investments through 
certain partnerships and trusts. Pension funds will also be able to 
channel their small business investments through a special exempt 
corporation. In addition, deferred income plans will be allowed to 
make $3 of additional investment in foreign property for every $1 of 
investment in qualifying small business. The following is an outline 
of these amendments. 


Small Business Definitions 


The following terms are defined in section 5100 of the 
Regulations for the purposes of these measures relating to small 
business investment: 


(a) small business investment corporation "SBIC" (sub- 
section 5100(3)) - a small business investment vehicle 
for registered pension funds; 


(b) small business investment limited partnership "SBILP" 
(subsection 5100(4)) - a pooling vehicle for small 
business securities; 


(c) small business investment trust "SBIT" (subsection 
5100(5)) - a pooling vehicle for small business secu- 
rities, an alternative to the SBILP; and 


(d) small business security (subsection 5100(2)) - shares 
and certain debt issued by eligible corporations in 
prescribed circumstances. 


The definition of the SBIC requires that all of its shares 
be held by or for registered pension funds. It is required to invest 
exclusively in small business securities and interests in SBILPs or 
SBITs and may, in addition, hold certain amounts of specified papasrty 
being cash and certain debt obligations. A SBIC and persons wath whom 
it does not deal at arm's length may generally not oun in total more 
than 30% of the voting shares of a corporation and a SBIC may not 


borrow or accept deposits. 


To ensure uniform investor participation, the definitions of 
the SBIILP and SBIT require that in funding their activities they issue 
units which are identical in all respects. In addition, no single 
investor (together with persons with whom he does not deal at arm's 
length) may own more than 30% of the units. SBILPs and SBITs must 
invest exclusively in small business securities and may, in addition, 
hold certain amounts of specified property. A SBILP or SBIT must 
generally not own more than 30% of the voting shares of any 
corporation and cannot borrow or accept deposits. In contrast to 
SBICs, taxable persons may hold interests in SBILPs and SBITs. 


To qualify as a small business security, a number of 
conditions must be met. First, the issuer must be an eligible 
corporation. As defined in subsection 5100(1) of the Regulations, an 
eligible corporation is a taxable Canadian corporation that carries on 
a qualifying active business primarily in Canada and uses 
substantially all of its assets in carrying on that business. The 
corporation must not be controlled by non-residents and cannot be a 
financial, investment or similar corporation or a venture capital 
corporation. It should be noted that an express provision ensures 
that prescribed venture capita] corporations, as defined in section 
6700 of the Regulations, qualify as eligible corporations. Second, 
the total investment by the deferred income plan in any one 
corporation (and all associated corporations) may not exceed 
$10,000,000. Third, the total assets of the corporation (and all 
associated corporations) may not exceed $35,000,000. These two size 
tests apply immediately after the investment is made by the plan. 
Fourth, debt obligations of eligible corporations, which may be held 
by a pension plan, SBIC, SBILP or SBIT, will only qualify if they are 
unsecured or subordinated and the interest rate does not exceed a 
specified rate. 


'3 for 1" Additional Foreign Property Room 


These new measures will permit significant additional 
foreign property holdings where interests in SBICs, SBILPs or SBITs or 
direct investments in small business securities have been acquired by 
the deferred income plans. The additional foreign property room 
provided for a particular month is determined by reference to the 
investor's average holding of small business properties over the 3 
immediately preceding months. The maximum amount of additional 
foreign property room that may be made available to an investor under 
this provision is 20% of the investor's total assets. 


The "3 for 1" proposal is not applicable to pooled fund 
trusts, mutual fund trusts, mutual fund corporations, registered 
investments or corporations described in paragraph 149(1)(o0.2) of the 
Income Tax Act. However, a special election described below will 
permit deferred income plans to earn additional foreign property room 


in respect of their share of investments in small business properties 
by a qualified trust. 


Election for Qualified Trusts 


Amendments to section 259 of the Income Tax Act permit an 
election to be made by a qualified trust so that its beneficiaries 
will be considered to hold a proportionate interest in the underlying 
assets of the trust for the purposes of the qualified investment and 
foreign property provisions of the Income Tax Act. This election 
permits a beneficiary of a qualified trust which holds small business 
properties to benefit from the additional foreign property investment 
room relating to its proportionate interest in those properties. 


Qualified Investments 


Section 4900 of the Regulations is amended to provide that 
the following are qualified investments for deferred income plans: 


(a) for a trust governed by an RRSP/RRIF (subject to an 
anti~avoidance rule contained in 4900(8)), 


(1) a share of the capital stock of a corporation that 
is an eligible corporation, provided that the 
annuitant under the plan or fund is not a des- 
ignated shareholder of the corporation, and 


(11) an interest ina SBIUP sor a SBIT, provided that 
the SBILP or SBIT does not hold a small business 
security of a corporation of which the annuitant 
under the plan or fund is a designated shareholder 
(subsection 4900(9) provides an exception to this 
restriction for interests in certain SBILPs and 
SBITs which have more than 10 arm's length 
investors); and 


(b) for a trust governed by a DPSP, an interest in a SBILP 
or SBIT. provided that the SBILP/SBIT does not hold 
shares in the employer corporation (or a related 
corporation) other than shares that meet the 
requirements of subparagraph 204(e) (vi) of the Income 
Vex Bet. 


For this purpose, the definition of designated shareholder (subsection 
4901(2)) includes a person who is a specified shareholder, as defined 
in subsection 248(1) of the Income Tax Act, and any employee of an 
employee-owned corporation unless the corporation is controlled by one 


person or a related group of persons. 
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1.(1) All that portion of subsection 146(4) of the said Act 


preceding paragraph (a) thereof is repealed and the following 
substituted therefor: 


"(4) Except as provided in subsection CIO. 1) no’ taxeds* payable 
under this Part by a trust on the taxable income of the trust for a 
taxation year if, throughout the period in the year during which 
the trust was in existence, the trust was governed by a registered 
retirement savings plan, except that" 


(2) Section 146 of the said Act is amended by adding thereto, 
immediately after subsection (10) thereof, the following subsection: 


"(10.1) Where in a taxation year a trust governed by a registered 
retirement savings plan holds a property that is a non-qualified 
investment, 


(a) tax is payable under this Part by the trust on the amount 

that its taxable income for the year would be if it had no 

incomes or losses from sources other than non-qualified investments 
and no capital gains or losses other than from dispositions of 
non-qualified investments; and 


(b) for the purposes of paragraph (a), 


(i) "income" includes dividends described in section 83, 
and 


(ii) paragraphs 38(a) and (b) shall be read without reference 
to the words "1/2 of" where they appear therein." 


(3) Subsection (J) is applicable to the 1986 and subsequent 
taxation years. 


(4) Subsection (2) is applicable to the 1986 and subsequent taxation 
years in respect of property acquired after October 31, 1385, 


2.(1) Subsection 149(1) of the said Act is amended by adding thereto, 
immediately after paragraph (0.2) thereof, the following paragraph: 


'"(9.3) a corporation that is prescribed to be a small business 
investment corporation;" 


(2) Subsection (1) is applicable with respect to periods occurring 
matter Octobery3l,: 1985. 


3.(1) Section 206 of the said Act is repealed and the following 
substituted therefor: 


"906.(1) ) In thiseaPane: 
"foreign property’ means 


(a) tangible property situated outside Canada except automotive 
equipment registered in Canada, 


(b) automotive equipment not registered in Canada pursuant to 
the laws of Canada or a province, 


(c) intangible property (other than any property described in 
paragraphs (d) to (g)) situated outside Canada including, 
without restricting the generality of the foregoing, any patent 
under the laws of a country other than Canada and any licence 


in respect thereof, 


(d) any share of the capital stock of a corporation other 
than a Canadian corporation, 


(e) any share of the capital stock of a mutual fund 
corporation that is neither an investment corporation nor a 
registered investment, except as prescribed by regulation, 


(f) any property that, under the terms or conditions thereof 
or any agreement relating thereto, is convertible into, is 
exchangeable for or confers a right to acquire, property that 
is foreign property, but not including property that is 


(i) a share of the capital stock of a Canadian corporation 
listed on a prescribed stock exchange in Canada, or 


(ii) a right issued before 1984 and listed on a prescribed 
stock exchange in Canada to acquire a share of the capital 
stock of a Canadian corporation, 


(g) any bond, debenture, mortgage, hypothec, note or similar 
obligation of, or issued by, a person not resident in Canada, 
except any such bond, debenture, mortgage, hypothec, note or 


similar obligation issued or guaranteed by 


eo) the International Bank for Reconstruction and 
Development, 


(ii) the Inter-American Development Bank, 
(iii) the Asian Development Bank, 

(iv) the Caribbean Development Bank, or 
(v) a prescribed person, 


(h) any interest in or right to any property that is foreign 
property by virtue of paragraphs (a) to (g), and 


(i) except as prescribed by regulation, any interest in, or 
right to acquire an interest in, a trust (other than a 
registered investment) or a partnership; 


"small business investment amount" of a taxpayer for a month means 
the quotient obtained when the aggregate of all amounts determined 
for each of the 3 preceding months, each of which is the aggregate 


=) 3) = 


of the fair market values, at the time of acquisition, of all small 


business properties of the taxpayer at the end of that preceding 
month, is divided by 3; and 


"small business property" of a taxpayer at a particular time means 
property acquired by the taxpayer after October 31, 1985 that is 
at that particular time 


(a) a property prescribed to be a small business security, 


(b) a share of a class of the capital stock of a corporation 
prescribed to be a small business investment corporation, 


(c) an interest of a limited partner in a partnership 
prescribed to be a small business investment limited 
partnership, or 


(d) an interest in a trust prescribed to be a small business 
investment trust, 


where the taxpayer is the first person (other than a broker or 
dealer in securities) to have acquired the property and the 
taxpayer has owned the property continuously since it was so 
acquired. 


(2) 


Where at the end of any month 


(a) the aggregate of all amounts each of which is the fair 
market value, at the time of its acquisition by a taxpayer 
described in any of paragraphs 205(a) to (f), of a foreign 
property of the taxpayer, other than, where the taxpayer is 
described in any of paragraphs 205(b) to (e), a foreign property 
that was not at the end of the month a qualified investment of 
the taxpayer (within the meaning assigned by paragraph 204(e), 
subsection 146(1), 146.2(1) or 146.3(1), as the case may be) 


exceeds the aggregate of 


(b) 10% of the aggregate of all amounts each of which is the 
fair market value, at the time of its acquisition, of a property 
of the taxpayer, and 


(c) in the case of a taxpayer described in paragraph 205(a), 
(b), (c) or (e), other than a taxpayer described in 
paragraph 149(1)(0.2), the lesser of 


(i) 3 times the small business investment amount of the 
taxpayer for the month, and 


(ii) 2 times the amount determined under paragraph (b), 


the taxpayer shall, in respect of that month, pay a tax under this 
Part equal to 1% of the lesser of such excess and the aggregate of 


ae 


all amounts each of which is the fair market value, at the time of 
its acquisition, of each of its foreign properties that was acquired 
by tt: aiter June 18, 10/4, 


(3) Notwithstanding the definition of foreign property in 
subsection (1), a share of the capital stock of an investment 
corporation (other than a registered investment) acquired after 
October 13, 1971 by a taxpayer to whom this Part applies and owned 
by him at a particular time shall, except as prescribed by regulation, 
be deemed to be a foreign property of the taxpayer at that time. 


(4) For the purposes of this section and subsection 207.1(5), 
the fair market value at the time of acquisition of a small 
business property of a taxpayer 


(a) shall be reduced by the amount of any return or 
distribution of capital received by the taxpayer in respect of 
the property; and 


(b) shall be increased by the amount of any contribution of 
capital (otherwise than by way of loan) made by the taxpayer 
in respect of the property, subsequent to the acquisition of 
the property. 


206.1 Where at any time a taxpayer to which this Part applies has 
entered into an agreement (otherwise than pursuant to the acquisition or 
writing by it of an option listed on a prescribed stock exchange) to 
acquire shares of the capital stock of a corporation from a person other 
than the corporation at a price that may differ from the fair market 
value thereof at the time they may be acquired, the taxpayer shall, in 
respect of each month during which it is a party to the agreement, pay a 
tax under this Part equal to 1% of the maximum amount that the taxpayer 
is or may be required to pay for the shares under the agreement." 


(2) Subsection (1) is applicable with respect to periods occurring 
after October 31, 1985, except that in the application of 
subsection 206(2) of the said Act as enacted by subsection (1), the 
amount determined under paragraph (c) thereof shall be deemed to be nil 
for the period that is before 1986. 


4.(1) Section 207.1 in the said Act is amended by adding thereto 
the following subsection: 


"(5) Where at the end of any month a trust governed by a 
registered retirement savings plan or registered retirement income 
fund holds a small business property (within the meaning assigned 
by the definition of that expression in subsection 206(1)), the 
trust shall, in respect of that month, pay a tax under this Part 
equal to 1% of the amount, if any, by which 


(a) the aggregate of the fair market values, at the time of 
acquisition, of all small business properties (other than a 
share of the capital stock of a public corporation) held by 
the trust at the end of the month 


exceeds 


(b) 50% of the aggregate of the fair market values, at the 
time of acquisition, of all properties held by the trust at 
the end of the month." 


(2) Subsection (1) is applicable with respect to property held 
after October 31, 1985. 


5.(1) Section 259 of the said Act is revoked and the following 
substituted therefor: 


"259.(1) For the purposes of subsection [46(6), GOv ane “ro.t):, 
146.2(12), (13) and (14) and 146.3(7), (8) and (9) and Parts Da 
X.2, Xl and X1.1, where at any time a taxpayer described in section 205 
acquires, holds or disposes of an interest in a qualified trust and 
the trust elects for any period that includes that time to have the 
provisions of this subsection apply, the taxpayer shall be deemed 


(a) not to acquire, hold or dispose of at that time, as the 
case may be, that interest in the trust; 


(b) to hold at that time that proportion (referred to in this 
subsection as his "specified portion") of each property of the 
trust that the number of units of the trust held by the 
taxpayer at that time is of the number of units of the trust 
outstanding at that time; 


(c) to acquire his specified portion of each property of the 
trust at the later of 


(i) the date the trust acquires the property, and 


(ii) the date the taxpayer acquires the interest in the 
trust, 


and the fair market value, at the time of acquisition by the 
taxpayer, of his specified portion of the property shall be 
deemed to be the fair market value of his specified portion of 
the property at the time of its acquisition by the trust; and 


(d) to dispose of his specified portion of each property of 
the trust .at the earlier of 


(i) the date the trust disposes of the property, and 


(ji) the date the taxpayer disposes of the interest in 


the. trust, 


for proceeds equal to 


(iii) where subparagraph (i) applies, the proceeds of 
disposition to the trust of his specified portion of the 


property, and 


(iv) where subparagraph (ii) applies, the fair market 
value, immediately before the disposition of the 
interest, of his specified portion of the property. 


(2) The election by a trust under subsection (1) shall be 
made by the trust filing a prescribed form with the Minister and 
shall be applicable in respect of the period commencing 15 months 
before the date of filing thereof (or such later time as the trust 
may designate in its election) and ending at such time as the 
election is revoked by the trust filing with the Minister a notice 
of revocation (or at such earlier time within the 15 month period 
immediately preceding the date on which the notice of revocation is 
filed with the Minister as the trust may designate in its notice of 
revocation). 


(3) In this section, "qualified trust" means a trust, other 
than a registered investment or a trust that is prescribed to be a 
small business investment trust, where 


(a) each trustee thereof is a corporation that is licensed or 
otherwise authorized under the laws of Canada or a province to 
carry on in Canada the business of offering to the public its 
services as trustee or a person who is a trustee of a trust 
governed by a registered pension fund or plan; 


(b) the interests of the beneficiaries thereunder are described 
by reference to units of the trust that are identical in all 
respects and any difference between the interest in the trust 

of each beneficiary and the interest in the trust of each 

other beneficiary is dependent solely on the difference in the 
number of units held by such beneficiaries; 


(c) it has never borrowed money; 
(d) it has never accepted deposits; and 
(e) it complies with prescribed conditions." 


(2) Subsection (1) is applicable with respect to periods occurring 
after 2985: 


(1) Section 86 of an Act to amend the Income Tax Act and related 
statutes, being chapter 45 of the Statutes of Canada, 1984, is repealed 
and the following substituted therefor: 


"86.(1) Paragraph 206(2)(e.1) of the said Act is repealed and the 
following substituted therefor: 


"(e.1) any property that, under the terms or conditions thereof 
or any agreement relating thereto, is convertible into, is 
exchangeable for or confers a right to acquire, property that 

is foreign property, but not including property that is 


(i) a share of the capital stock of a Canadian corporation 
listed on a prescribed stock exchange in Canada, or 


Gad pa 


(ii) a right issued before 1984 and listed on a prescribed 
stock exchange in Canada to acquire a share of the capital 
stock of a Canadian corporation," 


(2) Subsection (1) is applicable after 1983." 


(2) Subsection (1) shall be deemed to have come into force on 
December 20, 1984. 
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SCHEDULE 


de All that portion of subsection 400(2) of the Income Tax 
Regulations preceding paragraph (a) is revoked and the following 
substituted therefor: 


"(2) For the purposes of this Part and subsection 112(2) for 
the Act, "permanent establishment" means a fixed place of business 
of the corporation, including an office, a branch, a mine, an oil 
hse a farm, a timberland, a factory, a workshop or a warehouse, 
and 


2.(1) Subsection 4900(1) of the said Regulations is amended by 
striking out the word "or" at the end of paragraph (j) thereof, by adding 


the word "or" at the end of paragraph (k) thereof and by adding thereto 
the following paragraph: 


"(1) a bond, debenture, note or similar obligation issued or 
guaranteed by 


(i) the International Bank for Reconstruction and 
Development, 


(ii) the Inter-American Development Bank, 
(iii) the Asian Development Bank, or 
(iv) the Caribbean Development Bank." 


(2) Section 4900 the said Regulations is further amended by adding 
thereto the following subsections: 


"(6) For the purposes of subparagraphs 146(1)(g)(iv) and 
146.3(1)(d) (iii) of the Act, except as provided in subsections (8) 
and (9), a property is hereby prescribed to be a qualified 
investment for a trust governed by a registered retirement savings 
plan or a registered retirement income fund at any time if at that 


time the property is 


(a) 1@28ehare Gf theicapital stock of an eligible corporation 
(within the meaning assigned by subsection 5100(1)), unless 
the annuitant under the plan or fund is a designated 


shareholder of the corporation; or 


(b). an, titerest 


(1) of a limited partner ina small business investment 
limited partnership, or 


(ii) in a small business investment trust. 


(7) For the purposes of subparagraph 204(e)(x) of the Act, 
except as provided in subsection (10), a property is hereby 
prescribed to be a qualified investment for a trust governed by a 
deferred profit sharing plan or revoked plan at any time if at that 
time the property is an interest 


(a) of a limited partner in a small business investment 
limited partnership, or 


(b) in a small business investment trust. 
(8) For the purposes of subsection (6), where 


(a) a trust governed by a registered retirement savings plan 
or a registered retirement income fund holds 


(i) a small business security, or 


(ii) an interest in a small business investment limited 
partnership, or in a small business investment trust, 
that holds a small business security, and 


(b) the annuitant under the plan or fund provides services to 
or for the issuer of the small business security or a person 
related thereto and it may reasonably be considered, having 
regard to all the circumstances including the terms and 
conditions of the small business security or any agreement 
relating thereto and the rate of interest or the dividend 
provided on the small business security, that the small 
business security would not have been issued but for the fact 
that the annuitant of the plan or fund provided the services, 


the small business security or the interest in the partnership or 
trust, as the case may be, shall be deemed not to be a qualified 
investment for the plan or fund. 


(9) For the purposes of subsection (6), where 


(a) a trust governed by a registered retirement savings plan 
or a registered retirement income fund holds an interest 


(i) of a limited partner in a small business investment 
limited partnership, or 


(ii) in a small business investment trust,. and 


(b) the partnership or trust, as the case may be, holds a 
smal] business security of a corporation of which the annuitant 
under the plan or fund is a designated shareholder (referred 

to in this subsection as the "designated security"), 


the interest in the partnership or trust, as the case may be, shall 


be deemed not to be a qualified investment for the plan or fund 
unless 


a ioe 


(c) the cost amount to the partnership or trust, as the case 
may be, of the designated security cannot reasonably be 
considered to be based on the amount of capital contributed by 


the plan or fund to the partnership or trust, as the case may 
be, 


(d) the partnership or trust, as the case may be, has no right 
of offset as regards the designated security in connection 
with the interest of the plan or fund in the partnership or 
trust, as the case may be, 


(e) the partnership or trust, as the case may be, does not 
pledge, assign or in any way alienate property to effect any 
undertaking including any guarantee, covenant or agreement to 
purchase or repurchase the designated security, given to ensure 
that 


(i) any loss that the partnership or trust, as the case 
may be, may sustain by virtue of the ownership, holding 
or disposing of the designated security is limited in any 
respect, or 


(ii) the partnership or trust will derive earnings by 
virtue of the ownership, holding or disposition of the 
designated security, and 


(£).. in the case of 


(i) a partnership, there are more than 10 limited 
partners and no limited partner held more than 102, and 
no group of limited partners who did not deal with each 
other at arm's length held in aggregate more than 104, of 
the units of the partnership, or 


(ii) a trust, there are more than 10 beneficiaries and 


no beneficiary held more than 10%, and no group of . 
beneficiaries who did not deal with each other at arms 
length held in aggregate more than 10%, of the units of 


the trusté. 
(10) For the purposes of subsection (7), where 


(a) a trust governed by a deferred profit sharing plan or a 
revoked plan holds an interest in 


(i) a small business investment limited partnership, or 
(ii) a small business investment trust 

that holds a small business security of a corporation, 

(b) payments have been made in trust to a trustee under the 


plan for the benefit of beneficiaries thereunder by the 
corporation or a corporation related thereto, and 


(c) the small business security is not a share described in 
paragraph 204(e)(vi) of the Act, 


the interest referred to in paragraph (a) shall be deemed not to be 
a qualified investment for the trust." 


3,(1) Subsection 4901(2) of the said Regulations is amended by 
adding thereto, in alphabetical order within the subsection, the 
following definitions: 


""designated shareholder" of a corporation at any time means a 
taxpayer who at that time 


(a) is or is related to a specified shareholder or a person 
who would be a specified shareholder of the corporation if, in 
applying the definition of specified shareholder, a person who 
has a right under a contract, in equity or otherwise, either 
immediately or in the future and either absolutely or 
contingently, to or to acquire shares of the capital stock of 
a corporation were deemed to own those shares, where one of 
the main reasons for the existence of the right may reasonably 
be considered to be that the person not be a specified 
shareholder of the corporation, 


(b) is or is related to a member of a partnership any member 
or group of members of which controls, or is in a position to 
control, the corporation directly or indirectly in any manner 
whatever, 


(c) is or is related to a beneficiary under a trust that 
controls the corporation directly or indirectly in any manner 
whatever, 


(d) is or is related to an employee of the corporation or a 
corporation related thereto, where any group of employees of 
the corporation or of the related corporation, as the case may 
be, controls-or is in a position to control ‘the corporation 
directly or indirectly in any manner whatever, unless the 
corporation is controlled directly or indirectly in any manner 
whatever by a person or a related group, or 


(e) does not deal at arm's length with the corporation; 


"small business investment limited partnership" has the meaning 
assigned by subsection 5100(4); 


"small business investment trust" has the meaning assigned by 
subsection 5100(5); and 


"small business security" has the meaning assigned by 
subsection 5100(2)." 


a eae 


4. (1) Section 5000 of the said Regulations is amended by adding 
thereto, immediately after subsection (1), the following subsection: 


VUNe |) Ae Por the purposes of paragraph (i) of the definition of 
foreign property in subsection 206(1) of the Act, the following 
interests are prescribed interests: 


(a) an interest of a limited partner in a small business 
investment limited partnership (within the meaning assigned by 


subsection 5100(4)), and 


(b) an interest in a small business investment trust (within 
the meaning assigned by subsection 5100(5))." 


5. Part LI of the said Regulations is revoked and the following 
substituted therefor: 


"Part LI 


Deferred Income Plans, Investments in Small Business 


S100. Cl) «in. thie Pane; 


"designated rate" for a taxation year means 150% of the arithmetic 
mean of the specified rates per annum (within the meaning assigned 
by section 4301) for the quarterly periods ending in the year; 


“eligible corporation" means 


(a) a taxable Canadian corporation all or substantially all 
of the property of which is used by it in carrying on a 
qualifying active business, but does not include 


(i) a corporation that is a taxpayer described in 
subsection 39(5) of the Act, 


a corporation controlled directly or indirectly in 


(ii) 

any manner whatever by one or more non-resident persons, 
or 

(iii) a venture capital corporation, and 


(b) a prescribed venture capital corporation prescribed by 
section 6700; 

"qualifying active business" means any business carried on primarily 

in Canada but does not include 


(a) a business (other than a business of leasing property 
other than real property) the principal purpose of which is to 
derive income from property (including interest, dividends, 


rent and royalties), or 


= js = 


(b) a business of deriving gains from the disposition of 
property (other than property described in the inventory in 
respect of the business) ; 


"specified property" means property described in any of 
subparagraphs 204(e)(i), (11), (lim and “Gri mor thetic. 


(2) For the purposes of this Part and paragraph (a) of the 
definition of small business property in subsection 206(1) of the 
Act, "small business security" of a person at any time means his 
property that is at that time 


(a) a share of the capital stock of an eligible corporation, 
or 


(b) a debt obligation of an eligible corporation, other than 
a debt obligation 


(i) that is secured in any manner whatever, including an 
encumbrance, guarantee, covenant or other assurance, 
unless by its terms it is subordinate to all other debt 
obligations of the corporation, or 


(ii) that has an effective annual rate of return for any 
taxation year of the corporation ending after that time 
that may exceed, 


(A) where the debt obligation specifies an invariant 
rate of interest, the designated rate for the 
taxation year which includes the day on which the 
obligation was issued, and 


(B) in any other case, the designated rate for that 
taxation year, 


if immediately after the time of acquisition thereof 


(c) the aggregate of the fair market values, at the time of 
acquisition by the person, of all shares and debt obligations 
of the eligible corporation and all corporations associated 
therewith held by the person does not exceed $10,000,000; and 


(d) the total assets (determined in accordance with generally 
accepted accounting principles on a consolidated or combined 
basis, where applicable) of the eligible corporation and all 
corporations associated therewith do not exceed $35,000,000. 


(3) For the purposes of paragraph 149(1)(0.3) and 
paragraph (b) of the definition of small business property in 
subsection 206(1) of the Act, a corporation is a small business 
investment corporation at any time if it is a Canadian corporation 
incorporated after May 22, 1985 and at all times after it was 
incorporated and before that time 


pee yt x 


(a) all of the shares, and rights to acquire shares, of the 
capital stock of the corporation were owned by 


(i) one or more registered pension funds or plans, 


(ii) one or more trusts all the beneficiaries of which 
were registered pension funds or plans, or 


(iii) one or more related segregated fund trusts (within 
the meaning assigned by paragraph 138.1(1)(a) of the Act) 
all the beneficiaries of which were registered pension 
funds or plans; 


(b) its only undertaking was the investing of its funds and 
its investments consisted solely of 


(1) small business securities, 


(1i) interests of a limited partner in small business 
investment limited partnerships, 


(iii) interests in small business investment trusts, 
(iv) specified properties, or 


(v) any combination of properties described in 
subparagraphs (i) to (iv), 


and with respect to each property referred to in any of 
subparagraphs (i) to (iii), the corporation was the first 
person (other than a broker or dealer in securities) to have 
acquired the property and the corporation has owned the 
property continuously since it was so acquired; 


(c) except for the first 3 months after it was incorporated, 
at least 80% of its investments consisted of properties 
referred to in any of subparagraphs (b)(i) to (iii); 


(d) it did not hold more than 30%, and no group of persons 
who did not deal with each other at arm's length and of which 
it was a member held in aggregate more than 302%, of the 
outstanding shares of any class of voting stock of a 
corporation, except where all or any part of such shares were 


acquired in specified circumstances; 
(e) it has not borrowed money; and 


(f) it has not accepted deposits. 


(4) For the purposes of this section and paragraph (c) of the 


definition of small business property in subsection 206(1) of the 
Act, a partnership is a small business investment limited 
perenerenip at any time if at all times after it was formed and 


before that time 


(a) 


(b) 


awl Sr 


it had only one general partner and 


(i) his share as general partner in any income of the 
partnership from any source or from sources in a 
particular place, as the case may be, was the same as his 
share as general partner in any loss from that source or 
from sources in that place, 


(ii) his share as general partner in any income or loss 
of the partnership from any source or from sources in a 
particular place, as the case may be, was the same as his 
share as general partner in the income or loss of the 
partnership from any other source or from sources in any 
other place, as the case may be, and 


(iii) his share as general partner in any income or loss 
of the partnership for any fiscal period was the same as 
his share as general partner in the income or loss of the 
partnership for any other fiscal period; 


the interests of the limited partners were described by 


reference to units of the partnership that were identical in 
all respects and 


(c) 


(i) any difference between the interest in the 
partnership of each limited partner and the interest in 
the partnership of each other limited partner was 
dependent solely on the difference in the number of units 
held by such limited partners, and 


(ii) no limited partner held more than 30%, and no group 
of limited partners who did not deal with each other at 
arm's length held in aggregate more than 30%, of the units 
of the partnership; and 


its only undertaking was the investing of its funds and 


its investments consisted solely of 


(d) 


(i) small business securities where the partnership was 
the first person (other than a broker or dealer in 
securities) to have acquired the securities and it has 
owned the securities continuously since they were so 
acquired, 


(ii) specified properties, or 


(iii) any combination of properties described in 
subparagraph (i) or (ii); 


the aggregate of the fair market values, at the time of 


acquisition, of specified properties held by the partnership 
at any particular time did not exceed the aggregate of 


(e) 


= G b= 


Gi) 100%.ofathe proceeds received by the partnership 
from any issue of limited partnership interests or any 
additional capital contributions received at any time in 
the 12 preceding months ending before the particular time, 


Ci). .40% of the proceeds received by the partnership 
from any issue of limited partnership interests or any 
additional capital contributions received at any time in 
the 24 preceding months ending before the particular time 
but not including any proceeds or contributions referred 
to under subparagraph (i), and 


(iii) 20% of the amount, if any, by which the aggregate 
of the fair market values, at the time of acquisition, of 
all properties of the partnership held at the particular 
time exceeds the aggregate of the proceeds received by 

the partnership from the issue of limited partnership 
interests or any additional capital contributions received 
in the 24 preceding months ending before the particular 
time; 


it did not hold more than 30% of the outstanding shares 


of any class of voting stock of a corporation, except where 
all or any part of such shares were acquired in specified 
circumstances; 


(f) 
(g) 
(5) 


it has not borrowed money; and 
it has not accepted deposits. 


For the purposes of this section and subsection 259(3) 


and paragraph (d) of the definition of small business property in 
subsection 206(1) of the Act, a trust is a small business investment 
trust at any time if at all times since it was created and before 


that time 
(a) 
(b) 


it was resident in Canada; 


the interests of the beneficiaries under the trust were 


- described by reference to units of the trust that were 
identical in all respects and 


(Ee) 


(i) any difference between the interest in the trust of 
each beneficiary and the interest in the trust of each 
other beneficiary was dependent solely on the difference 
in the number of units held by such beneficiaries, and 


(ii) no beneficiary held more than 30%, and no group cr 
beneficiaries who did not deal with each other at arm's 


length held more than 30%, of the units of the trust; 


its only undertaking was the investing of its funds and 


its investments consisted solely of 


(d) 


a/c 


(i) small business securities where the trust was the 
first person (other than a broker or dealer in securities) 
to have acquired the securities and it has owned the 
securities continuously since they were so acquired, 


(ii) specified properties, or 


(iii) any combination of properties described in 
subparagraph a(i) or tii): 


the aggregate of the fair market values, at the time of 


acquisition, of specified properties held by the trust at any 
particular time did not exceed the aggregate of 


(e) 


(i) 100% of the proceeds received by the trust from any 
issue of trust interests in the 12 preceding months ending 
before the particular time, 


(ii) 40% of the proceeds received by the trust from any 
issue of trust interests in the 24 preceding months ending 
before the particular time but not including any proceeds 
referred to in subparagraph (i), and 


(iii) 20% of the amount, if any, by which the aggregate 
of the fair market values, at the time of acquisition, of 
all properties of the trust held at the particular time 
exceeds the aggregate proceeds received by the trust from 
the issue of trust interests in the 24 preceding months 
ending before the particular time; 


it did not hold more than 30% of the outstanding shares 


of any class of voting stock of a corporation except where all 
or any part of such shares were acquired in specified 
circumstances; 


(fe) 
(g) 
(6) 


it has not borrowed money; and 
it has not accepted deposits. 


For the purposes of this Part, a person shall be 


considered to have acquired shares of a class of the capital stock 
of a corporation in specified circumstances where 


(a) 


the shares were acquired 


(i) as part of a proposal to, or an arrangement with, 
the corporation's creditors that has been approved by a 
cOUrt ander the Bankruptcy. Act, 


(ii) at a time when all or substantially al] of the 
corporation's assets were under the control of a receiver, 
receiver-manager, sequestrator or trustee in bankruptcy, 
an 
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(iii) at a time when, by reason of financial difficulty, 
the corporation was in default, or could reasonably be 
expected to default, on a debt obligation held by a person 
with whom the corporation was dealing at arm's length 


and the shares have not been held for more than 12 months (or 
such longer period as the Minister may specify), or 


(b) the shares were acquired for the purposes of facilitating 
the disposition of the entire investment of the person in the 
corporation and have not been held for more than 6 months (or 
such longer period as the Minister may specify). 


(7) Where the purchaser of a property that, but for this 
subsection, would at the time of its acquisition be a small business 
security (or, where the purchaser is a partnership, a member 
thereof) knew or ought to have known at the time of acquisition 
that the property would, within the immediately following 24 months, 
cease to qualify as a small business security, the property shalJ 
be deemed never to have been a small business security of the 
purchaser. 


(8) Where a property that qualified as a small business 
security when it was acquired ceases at a subsequent time to so 
qualify, the property shall be deemed to be a small business 
security for the 18 months immediately following that subsequent 
time. 


(9) For the purposes of this Part, a partnership shall be 
deemed to be a person.” 


6. Sections 1 to 5 are effective in respect of the period before 
the Regulations are published in the Canada Gazette commencing 
November 1, 1985. 
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SCHEDULE 


1. Paragraph 4(b) of Schedule III to the Pension Benefits 
Standards Regulations is revoked and the following substituted therefor: 


"(b) this section shall be deemed not to affect the restrictions 
imposed by sections 1 and 2 of this Schedule on investments in 
mortgages or hypothecs or on loans on the security of real 
estate, leaseholds or Canadian resource property or on the 
purchase by or on behalf of a pension plan of more than 30 per 
cent of the common shares issued by a corporation other than a 
corporation referred to in paragraph 149(1)(0.3) of the Income 
tae ACty’ 


2. Section 1 is effective in respect of the period before this 
Regulation is published in the Canada Gazette commencing November 1, 
98D. 
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Government 
Publication: 


Department of Finance Ministeé : 
Canada Cancae des Finances 
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Release 7%... Communiqué 
_. 


Immediate release Ottawa, November 4, 1985 
85-190 


BILL TO PHASE CUT PGRT INTRODUCED IN COMMONS 


The Honourable Barbara McDougall, Minister of State for Finance, today 
introduced in the House of Commons a bill to implement a number of measures 
announced in the Western Accord and in the May 23, 1985 federal budget with 
respect to the Petroleum and Gas Revenue Tax (PGRT). 


"This legislation is in keeping with the spirit of the government's overall 
energy policy as expressed in the Western Accord," Mrs. McDougall said. It 
represents a major initiative designed to remove the discriminatory and unfair 
treatment of companies and individuals striving to develop Canada's energy 
potential." 


The main change proposed in the legislation would phase out the PGRT by the 
end of 1988. It also provides that new production after March 31, 1985 will be 
exempt from the provisions of the PGRT. For individuals, the first $10,000 of 
production and royalty income will be exempt from the PGRT. The incremental 
oil revenue tax imposed under the PGRT Act is removed, effective for 
production after 1984. 


An amendment to the Income Tax Act would also introduce a mechanism whereby 
corporations will be permitted to reduce their PGRT liability through the unused 
portion of their income tax deductions relating to new Canadian exploration and 
development expenses. 


To assist in a full understanding of the proposed changes, the Minister also 
released technical notes which explain the amendments. 


For further information: 


Al Katiya 
Tax Policy and Legislation Branch 
(613) 996-0597 


hd J Ottawa, Canada K1A 0G5 


Canada 613 992-1573 
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Department of Finance 
Canada 


Publications 


Ministére des Finances 
Canada 
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Release 


For immediate release 
Ottawa, November 6, 1985 


MONTHLY STATEMENTS OF 
FINANCIAL OPERATIONS 


The Honourable Michael Wilson, 
Minister of Finance, released today 
the regular monthly statements of the 
government's financial operations for 
August 1985 and the first five months 
of the 1985-86 fiscal year. 


For August, budgetary revenues were 
$5,342 million, budgetary expenditures 
were $7,857 million and there was a 
Cottete Ot s2 915 million. Por 1984, 
revenues were $4,773 million, expen- 
ditures were $7,775 million and there 
Was a detic#t.of $3,002 million. 


For the first five months of the 
1985-86 fiscal year, revenues were 
$24,759 million, expenditures were 
$38,849 million and there was a 
mefriert of $14.090 million. For the 
Same period last year, revenues were 
$22,068 million, expenditures were 
$36,384 million and there was a 
deficit of $14,316 million. 
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85-192 


Publication immédiate 


Ottawa, le 6 novembre 1985 


ETATS MENSUELS DES 


OPERATIONS FINANCIERES 


L'honorable Michael Wilson, ministre 
des Finances, a publié aujourd'hui les 
états mensuels réguliers des opérations 
financiéres du gouvernement pour le mois 
d'aott 1985 et les cinq premiers 
mois de l'année financiére 1985-86. 


Les chiffres budgétaires d'aott 
montrent des recettes de $5,342 millions, 
des dépenses de $7,857 millions et un 
deficit de $2,515 mlttonse (bn 19s4 tes 
recettes, s'établissaient a2 $4. 773 
millions, les dépenses 4 $7,775 millions, 
et le déticit a $3,002 mi litons. 


Les cinq premiers mois de 1'année 
financiére 1985-86 ont produit des 
recettes de $24,759 millions contre des 
dépenses de $38,849 millions d'ot un 
déficit de $14,090 millions. La période 
correspondante de 1l'an dernier avait 
donné des recettes de $22,068 millions, 
des dépenses de $36,384 millions et un 
déficit de $14,316 millions. 
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Department of Finance 
Canada 


Ministére des Finances 
Canada 


Release 


Immediate release 
Ottawa, November 6, 1985 
85-193 


ISSUE TO BE ITHDRAWN FR 
SALE 


The Honourable Michael Wilson, 
Minister of Finance, today announced 
that the 1985-86 Series of Canada 
Savings Bonds will be withdrawn 
from sale at the close of business on 
Friday, November 8, 1985. All 
applications received up to that time 
will be accepted, but in all cases 
payment arrangements must be dated 
no later than November 8. For the 
Payroll Savings Plan, bulk 
applications will continue to be 
accepted until November 19, 1985. 


Mr. Wilson said that cash sales are 
being terminated on this date since 
public demand for the new issue 

is sufficient to meet the 
government's financing requirements 
from the current campaign. Sales 
results will be announced towards 
the end of November. 


This announcement conforms with the 
provisions of this issue which stated 
that sales of the 1985-86 Series of 
Canada Savings Bonds may be 
terminated at any time, at the 
discretion of the Minister of Finance. 
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Communiqué 


Publication immédiate 
Dttawa, le 6 novembre 1985 
B5-193 


LA VENTE D'OBLIGATIONS 


D'EPARGNE DU CANAD 85-86 
PRENDRA FIN 


L'honorable Michael Wilson, ministre 
des Finances, a annoncé qu'il mettait 
fin aux ventes de l'émission 1985-86 
d'Obligations d'épargne du Canada a 
la cléture des affaires le vendredi 

8 novembre 1985. Toutes les demandes 
recues 4 cette date seront acceptées, 
mais dans tous les cas les 
arrangements de paiement devront étre 
datés au plus tard le 8 novembre. 
Dans le cas du Mode d'épargne sur le 
salaire, les souscriptions collectives 
continueront d'étre acceptées jusqu'au 
19 novembre 1985. 


M. Wilson a précisé qu'il mettait fin 
aux ventes au comptant a cette date 
étant donné que l'intérét public 
suscité par cette émission suffira a 
satisfaire les besoins financiers du 
gouvernement aux fins de cette 
campagne. Le résultat des ventes 
sera annoncé vers la fin de 
novembre. 


Cette annonce est conforme aux 
dispositions de cette emission, 
laquelle prévoit que le ministre des 
Finances peut mettre fin aux ventes 
de l'émission 1985-86 d'Obligations 
d'épargne du Canada en tout temps a 
sa discrétion. 


Ottawa, Canada K1A 0G5 
613 992-1573 


Department of Finance Ministere des Finances 
Canada Canada 


Release Communiqué 


COS 85-219 


For immediate release Publication immédiate 
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Ottawa, December 12, 1985 Ottawa, le 12 décembre 1985 
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DEC 19 1985 


MONTHLY STATEMENTS OF 
FINANCIAL OPERATIONS 


ETATS MENSUELS DES 
3, OPERATIONS FINANCIERES 
>»; 


The Honourable Michael Wilson, L'honorable Michael Wilson, 
Minister of Finance, released today ministre des Finances, a publié 
the regular monthly statements of aujourd'hui les états mensuels 
the government's financial operations réguliers des opérations financiéres 
for September 1985 and the first six du gouvernement pour le mois de 
months of the 1985-86 fiscal year. septembre 1985 et les six premiers 

mois de l'année financiére 1985-86. 

For September 1985, budgetary Les chiffres budgétaires de 
revenues were $5,330 million, budgetary septembre 1985 montrent des recettes 
expenditures were $8,116 million and de $5,330 millions, des dépenses de 
there was a deficit of $2,786 million. $8,116 millions et un déficit de 
For September 1984, revenues were $2,786 millions. En septembre 1984, 
$4,947 million, expenditures were les recettes s'établissaient a S4 947 
$7,601 million and there was a millions, les dépenses a $7,601 millions 
deficit of $2,654 million. et le déficit a $2,654 millions. 

For the £ixyvst, six months of the Les six premiers mois de l'année 
1985-86 fiscal year, revenues were financiére 1985-86 ont produit des 
$30,089 million, expenditures were recettes de $30,089 millions contre r 
$46,965 million and there was a des dépenses de $46,965 millions d'ou 
deficit of $16,876 million. For the un déficit de $16,876 millions. La 
same period last year, revenues were période correspondante de l'an dernier 
$27,015 million, expenditures were avait donné des recettes de $27,015 
$43,984 million and there was a deficit millions, des dépenses de $43,984 
of $16,969 million. millions et un déficit de $16,969 
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